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section prevails. (V.T.1.C. Art. 10.45 (part).)
Source Law

Art. 10.45. . . . [Any of ficer, agent or

enpl oy¢e of any fraternal benefit society organized
under the laws of this State who negl ects or
refuses to conmply with or who viol ates any
provision of the laws of this State governing
such societies,] shall where the penalty is
not provided for in the preceding articles of
this chapter

CHAPTER 886. LOCAL MJUTUAL Al D ASSOCI ATI ONS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 886.001. DEFIN TION 951
Sec. 886.002. APPLICABILITY OF CHAPTER, EXEMPTI ONS 951
Sec. 886.003. LIMTED EXEMPTI ON FROM | NSURANCE LAWS 953
Sec. 886.004. ORGAN ZATI ON OF NEW ASSOCI ATI ON
PRCHI BI TED 953
[ Sections 886. 005-886. 050 reserved for expansion]
SUBCHAPTER B. AUTHORI TY TO ENGAGE | N BUSI NESS
Sec. 886.051. OPERATI ON UNDER CERTI FI CATE OF AUTHORI TY 957
Sec. 886.052. COWPLI ANCE WTH LAW REQUI RED 957
[ Sections 886.053-886. 100 reserved for expansion]
SUBCHAPTER C. POWERS AND DUTI ES OF ASSCCI ATI ON
Sec. 886.101. GENERAL PONERS OF ASSCCI ATION 958
Sec. 886.102. APPLI CABI LITY OF TEXAS NON- PROFI T
CORPCORATI ON ACT 958
Sec. 886.103. ARTICLES OF ASSCCI ATI ON, CONSTI TUTI ON, AND
BYLAWS 960
Sec. 886.104. BENEFITS AUTHORI ZED 961
Sec. 886.105. TERRI TORI AL LI M TATI ONS 961
Sec. 886.106. CONNECTI ON W TH OTHER ASSOCI ATl ONS
PRCH BI TED 963
Sec. 886.107. ANNUAL STATEMENT; FILING FEE 963
Sec. 886.108. SURETY BOND 964
Sec. 886.109. VOLUNTARY DI SSOLUTION 965
Sec. 886.110. AUTOVATIC DI SSOLUTION 965
[ Sections 886.111-886. 700 reserved for expansion]
SUBCHAPTER O. DI SCI PLI NARY PROCEDURES AND CRI M NAL PENALTY
Sec. 886.701. REVOCATION 967
Sec. 886.702. GROUNDS FOR DI SSOLUTI ON OR FORFEI TURE 968
Sec. 886.703. CRIM NAL PENALTY 969
CHAPTER 886. LOCAL MJUTUAL Al D ASSOCI ATI ONS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 886.001. DEFINITION. In this chapter, "local nutual
aid association" nmeans an entity, including a society or




associ ation of any sort, authorized under this chapter to engage
in the business of insurance and pay benefits with noney provided
by assessnents on the nenbers as needed, including a burial
associ ation described by Section 888.001. (V.T.1.C. Art. 12.01
(part).)

Source Law

Art. 12.01. [This chapter and Chapter
14 of this code shall apply to and regul ate
t he busi ness of] local nutual aid
associ ations, including those associ ations
defined in Article 14.37 of Chapter 14 of
this code operating for the purpose of
provi ding benefit for nmenbers and death
benefit for the beneficiaries of deceased
menbers, and shall conprehend and include al
soci eties and associ ations of any sort
operating an insurance business and paying
such benefits where funds are provided by
assessnents upon the menbers as
needed

Revi sor's Note
V.T.1.C. Article 12.01 refers to
associ ations defined by V.T.1.C. Article
14.37 "operating for the purpose of providing
benefit for nmenbers and death benefit for the
beneficiaries of deceased nmenbers." The
revised law omts the quoted phrase as
unnecessary, as it describes the only type of
entity described by Article 14.37, revised in
this code as Section 888.201. Throughout
this chapter, the revised | aw uses the phrase
"burial association" because that is the
phrase used to describe those entities in
Chapt er 888.
Revi sed Law
Sec. 886.002. APPLICABILITY OF CHAPTER, EXEMPTI ONS. (a)
Except as provided by Subsection (b), this chapter and Chapters
887 and 888 apply to local nutual aid associations.
(b) This chapter does not apply to the followi ng entities
unl ess the entity is a burial association described by Section
888. 001:

(1) a labor union, donestic order, or association that
does not provide a death benefit of nore than $150;

(2) an association described by Section 885.004; or

(3) any society or association operating before Mrch
21, 1929, statew de on an assessnent basis under a charter



granted under another statute of this state. (V.T.1.C Arts.
12.01 (part), 12.16.)
Source Law

Art. 12.01. This chapter and Chapter 14
of this code shall apply to and regul ate the
busi ness of |ocal nutual aid associations

except those exenpt under this chapter
and Chapter 14 aforesaid.

Art. 12.16. The provisions of this
chapter shall not apply to | abor unions,
donestic orders or associations which do not
provi de a death benefit of nore than One
Hundred and Fifty ($150.00) Dollars, nor to
t he associ ations which are now described in
Article 10.38 of this code, nor any society
or association, if any, heretofore legally
operating statew de on an assessnent basis
under any charter heretofore granted under
any valid statute of this State; provided,
not hi ng herein shall affect those
associ ations defined in Article 14. 37,
Chapter 14 of this code, organized and
operating under the provisions of this
chapter.

Revi sor's Note

(1) V.T.I.C Article 12.16 refers to
any society or association "heretofore"
operating under certain laws. Article 12.16
is derived from and is substantively
identical to, Section 29, Chapter 274, Acts
of the 41st Legislature, Regular Session,
1929. The revised | aw substitutes March 21,
1929, the date that Chapter 274 was approved,
for "heretofore.™

(2) V.T.I.C Article 12.16 refers to a
charter granted under any "valid" state
statute. The revised law omts "valid" as
unnecessary because the word does not add to
the clear neaning of the law. For exanple, a
charter may not be granted under a statute
that was not valid.

Revi sed Law
Sec. 886.003. LIMTED EXEMPTI ON FROM | NSURANCE LAWS. A
| ocal nmutual aid association is subject only to this chapter and
Chapters 887 and 888. Except as otherw se provided by this




chapter, a local nutual aid association is exenpt fromall other
insurance laws of this state, unless a |local nutual aid
association is expressly designated in the law. (V.T.1.C
Art. 12.12 (part).)

Source Law

Art. 12.12. . . . Except as herein
provi ded, such association shall be governed
by this chapter and Chapter 14 of this code
and shall be exenpted fromall other
provi sions of the insurance laws of this
State. No |aw hereafter enacted shall apply
to themunl ess they be expressly designated
t herei n.

Revisor's Note

V.T.1.C. Article 12.17 states that
certain laws do not apply to a | ocal nutua
aid association. The revised law omts
Article 12.17 as duplicative of V.T.1.C
Article 12.12, revised as this section.
Article 12.12 specifically designates those
| aws that apply to an association. The
omtted | aw reads:

Art. 12.17. The provisions of the
Fraternal Society Law, which is Chapter 10 of
this code, and Chapter 3 of this code shal
not apply to associations comng within
purvi ew of this chapter

Revi sed Law
Sec. 886.004. ORGAN ZATI ON OF NEW ASSOCI ATI ON PRCHI BI TED. A
new | ocal nutual aid association nmay not be organi zed under this
chapter. (V.T.1.C. Art. 22.21.)
Source Law

Art. 22.21. Fromand after the
effective date of this Act, no |ocal nutual
aid association or |ocal nutual burial
associ ati on may be organi zed under and
pursuant to the provisions of Art. 12.05 of
t he I nsurance Code of Texas. The provisions
of this Art. 22.21 shall not, however, be
applicable to: (1) any conpany or
associ ation which holds a tenporary or other
certificate of authority at the effective
date of this Act; or (2) any conpany or
associ ation for which an application to the



Comm ssi oner of Insurance or the State Board
of Insurance for a tenporary or other
certificate of authority is pending at the
effective date of this Act.

Revisor's Note

V.T.1.C. Article 22.21, which took
effect on August 28, 1961, prohibits the
formati on of a local nutual aid association
"[f]romand after the effective date of this
Act" and refers to associations that have
applications pending or that hold tenporary
certificates of authority on that date. The
revised law omts these provisions as
execut ed.

Revisor's Note

(End of Subchapter)

(1) Provisions contained in V.T.1.C.
Articles 12.02, 12.05, 12.06, 12.07, and
12.08 authorize and specify the procedures
and requirenents for incorporation as a |ocal
nmutual aid associ ati on; however, under
V.T.1.C. Article 22.21, revised in this
chapter as Section 886.004, a |ocal nutual
aid association may not be organized from or
after August 28, 1961. Consequently, the
revised law omts the referenced provisions
in Articles 12.02, 12.05, 12.06, 12.07, and
12. 08 as executed. The omtted |aw reads:

Art. 12.02. Any person or persons
desiring to organize a |local nutual aid
association to be operated upon the
assessnent as needed or simlar plan or a
burial conpany, association or society as
defined in Article 14.37, Chapter 14 of this
code, shall be permtted to do so upon the
terns and conditions hereinafter set forth
and by conmplying with the provisions of this
chapter.

Art. 12.05. Any nunber of persons not
| ess than five, all of whom nust be citizens
of the United States and residents of the
territory to be enbraced within their field
of operation may organi ze a |l ocal nutual aid
associ ation or an association as defined in
Article 14.37 of Chapter 14 of this code in



the foll ow ng manner:

(1) They shall draw up articles of
associ ati on which shall be executed in
triplicate, acknow edged as required for
instrunments intended to be recorded, and
[which shall state]:

(dy . . . the nanes of the

persons who wi ||, pendi ng permanent
organi zation, fill such offices.

(2) The said articles of
associ ation so executed shall be presented to
t he Board of Insurance Conm ssioners of the
State of Texas, together with the application
for a permt to solicit nenbers, and together
with the bond in a sumof Five Thousand
(%5, 000.00) Dollars, which said bond shall be
payabl e to the Board of |nsurance
Comm ssi oners, executed by the organi zers as
princi pals and one surety conpany, acceptable
to the Board, as surety, conditioned that if
t he persons organi zi ng the associ ati on shal
fail to secure the requisite nunber of
menbers or for any other reason shall not
consunmat e the organi zati on of the
association within six (6) nonths fromits
date, then the advance nenbership dues and
assessnents shall be returned to the parties
payi ng sane.

(3) The constitution and by-I|aws
under which the association will operate
pendi ng permanent organi zation, together with
the certificate of nmenbership which the
associ ation proposes to issue, shall be
subm tted to the Board for approval.

(4) The Board shall make an
i nvestigation of the individuals who shal
make such application, and when the Board
shal |l be satisfied that the organi zers are
responsi bl e persons, and of the probability
that territory to be served can support such
associ ation and that the articles of
associ ation, constitution, by-laws and
certificates are in proper formand the bond
shall have been approved, it shall issue a
permt to the organizers authorizing themto
solicit nmenbership in the association and to
col |l ect the nenbership fee and one death



assessnent .

(5) Wen such permit to solicit
menber shi p has been issued by the
Conmi ssioners, the organizers may solicit
menbers, and when they shall have received
not | ess than five hundred (500) bona fide
applications for nmenbership in the
association in all classes and when they
shal | have coll ected from such nenbers the
menber ship fees and one advance assessnent,
they shall make a showing to the Board of
| nsurance Conm ssioners of Texas in such form
as is required, setting forth the facts.
Such nenbership should be conpleted within
six (6) nonths fromdate of filing
application.

(6) [The Board shall then issue]

together with a certified copy of the

charter.

Art. 12.06. Upon application for
charter to do business in Texas the Board of
| nsurance Comm ssi oners may determ ne whet her
t he nane of the association would be
confusing and misleading to the public; if
so, it may refuse the certificate or charter
and prohi bit the doing of business under the
name.

Art. 12.07. If the organizers shall not
conpl ete the nenbership within the tine
required, the noney collected shall be
returned and the tenporary permt issued
shal | be revoked.

Art. 12.08. The constitution, by-Ilaws
and formof certificates of each association
subm tted to the Board and approved before
witing of business is commenced, shall be
effective until the first annual neeting of
t he association, at which tine they nust be
confirmed by such neeting, with or w thout
anmendnents as the associ ati on may deci de.

(2) V.T.I.C Article 12.05 states that
the certificate of authority of a | ocal
nmutual aid association expires on May 31
foll owi ng i ssuance of the certificate. The
revised law omts the reference to the
expiration of a certificate of authority as



repealed. Under V.T.1.C Article 1.14,
revised in pertinent part as Section 801. 053,
a certificate of authority of an insurer is
valid until it is suspended or revoked.
Section 2, Chapter 194, Acts of the 56th
Legi sl ature, Regul ar Session, 1959, repealed

"[a]ll laws and parts of laws in conflict
herewith . . . including . . . [Article]
14.17 . . . to the extent that they

require periodic renewal of certificates of
authority.” Article 14.17 is applicable to a
| ocal nutual aid association in accordance
wth V.T.1.C. Article 12.12, revised in
pertinent part in this chapter as Section
886.003. The omtted | aw reads:

Art. 12.05.

(6) [The Board shall then issue to
such association a certificate of authority
to do business in Texas,] which shall expire
on May 31st following, [together with a
certified copy of the charter.]

[ Sections 886. 005-886. 050 reserved for expansion]

SUBCHAPTER B. AUTHORI TY TO ENGAGE | N BUSI NESS
Revi sed Law
Sec. 886.051. OPERATI ON UNDER CERTI FI CATE OF AUTHORITY. A
| ocal nmutual aid association engages in business under a
certificate of authority issued by the departnment. (V.T.I.C
Art. 12.05 (part).)

Source Law

Art. 12.05.
(6) The Board shall then issue to
such association a certificate of authority
to do business in Texas .

Revisor's Note

V.T.1.C. Article 12.05 refers to "the
Board [of I nsurance Conm ssioners of the
State of Texas]." Under Chapter 499, Acts of
the 55th Legislature, Regular Session, 1957,
adm nistration of the insurance laws of this
state was reorgani zed and the powers and
duties of the Board of Insurance
Comm ssioners were transferred to the State
Board of Insurance. Chapter 685, Acts of the
73rd Legislature, Regular Session, 1993,




abol i shed that board and transferred its
functions to the conm ssioner of insurance
and the Texas Departnment of |nsurance, as
appropriate. Chapter 31 of this code defines
"conmi ssioner” and "departnent” for purposes
of this code and the other insurance |aws of
this state to nmean the conm ssi oner of
i nsurance and the Texas Departnent of
| nsurance, respectively. Throughout this
chapter, references to the Board of Insurance
Comm ssi oners have been changed
appropriately.
Revi sed Law
Sec. 886.052. COVPLI ANCE W TH LAW REQUI RED. An i ndi vi dual ,
firm or corporation nmay not engage in business in this state as
a local nmutual aid society or association that pays a death
benefit or other benefit and that pays benefits w th noney
provi ded by assessnents nmade as necessary unless the individual,
firm or corporation is acting in accordance with this chapter or
another law of this state. (V.T.1.C. Art. 12.02 (part).)
Source Law

Art. 12.02. . . . No person, firmor
corporation shall hereafter operate in this
State any sort of a local nmutual aid society
or associ ation paying a death benefit or
ot her benefits and providing its funds by
assessnments as needed, except under the
provi sions hereof, or under other specific
provisions of the laws of this State.

[ Sections 886.053-886. 100 reserved for expansion]

SUBCHAPTER C. POWERS AND DUTI ES OF ASSCCI ATI ON
Revi sed Law
Sec. 886.101. GENERAL POWERS OF ASSOCI ATION. A | ocal rmutual

aid association is a body corporate that may sue and be sued in
its own nanme and exercise the other powers and functions
specifically granted in this chapter, but not otherw se.
(V.T.1.C Art. 12.12 (part).)

Source Law

Art. 12.12. Any association organi zed
under the provisions hereof or which has
accepted the provisions hereof shall for the
pur poses of operation be and beconme a body
corporate with authority to sue and be sued
inits owm nanme and to exercise the other



powers and functions specifically herein
granted, but not otherw se.

Revi sed Law
Sec. 886.102. APPLICABILITY OF TEXAS NON- PROFI T CORPORATI ON
ACT. (a) Except to the extent of any conflict with this code,
the Texas Non-Profit Corporation Act (Article 1396-1.01 et seq.,
Vernon's Texas Civil Statutes) applies to a local nutual aid
associ ation. The comm ssi oner has each power and duty of, and
shall performeach act to be perfornmed by, the secretary of state
under that Act with respect to |ocal mutual aid associations.
(b) On advance approval of the comm ssioner, a |ocal nutual
ai d association may pay dividends to its nenbers. (V.A C S.
Art. 1396-10.04, Sec. B (part).)
Source Law

Sec. B. In so far as the sane are not
inconsistent with or contrary to any
appl i cabl e provision of the Insurance Code of
Texas, or any anendnent thereto, the
provi sions of this Act shall apply; to and

govern . . . local nutual aid associations
provi ded however, (a) that any such
mut ual insurance associations or . . . nay,

upon advance approval of the Conm ssioner of

| nsurance, pay dividends to its nmenbers, and
(b) that wherever in this Act sone duty,
responsi bility, power, authority, or act is
vested in, required of, or to be perfornmed by
the Secretary of State, such is to be vested
in, required of, or perfornmed by the
Comm ssi oner of Insurance in so far as such
mutual . . . associations are concerned.

Revi sor's Note

(1) Section B, V.AC.S. Article
1396- 10. 04, states that the Texas Non-Profit
Corporation Act (Article 1396-1.01 et seq.,
Vernon's Texas Civil Statutes) shall "apply
to and govern" l|ocal nutual aid associations.
The revised law omts the reference to
"govern" because, in context, "govern" is
included in the neaning of "apply to."

(2) Section B, V.ACS Article
1396- 10. 04, refers to the Insurance Code "or
any amendnment thereto." The revised |law omts
the reference to "any anmendnent thereto”
because under Section 311.027, Governnent




Code (Code Construction Act), unless
expressly provided otherwi se, a reference to
a statute applies to all reenactnents,
revisions, or anmendments of the statute.

(3) Section B, V.ACS. Article
1396-10.04, refers to a "duty,
responsibility, power, authority . . ." of
the secretary of state and conmi ssi oner of
i nsurance. The revised | aw substitutes "power
and duty" for the quoted phrase because
"responsibility" is included in the neaning
of "duty" and "authority” is included in the
nmeani ng of "power."

(4) Section B, V.ACS. Article
1396- 10.04, refers to an act "vested in,
required of, or to be performed by" the
secretary of state and conm ssi oner of
i nsurance. The revised |law onmits the
references to "vested in" and "required of"
because, in context, these phrases are
i ncluded in the neaning of the phrase "to be
performed by."

Revi sed Law

Sec. 886.103. ARTICLES OF ASSCCI ATI ON, CONSTI TUTI ON, AND
BYLAWS. (a) The articles of association of a |local nutual aid
associ ati on nust state:

(1) the nane of the association, which nust be
distinctly different fromother associations operating in the
sane area

(2) the purpose for which the association is created,
including the upper and |l ower age limts of individuals to whom
benefit certificates may be issued;

(3) the location of the principal office of the
associ ati on;

(4) the territory in which the association will engage
i n busi ness;

(5) the titles of the officers of the association; and

(6) the nunber of directors of the association.

(b) The constitution and byl aws of the association may not
violate, and nust be in harnmony with, this chapter. (V.T.1.C
Arts. 12.05 (part), 12.08 (part).)

Source Law

Art. 12.05.
(1) [They shall draw up articles
of association] . . . which shall state:

(a) The nane of the
associ ation, which nmust be distinctly



different from associ ations operating in the
same radi us.

(b) The location of the
principal office and the territory to which
its operation shall be confined.

(c) The object for which the
association is created, including the upper
and lower age limts of persons to whom
benefit certificates may be issued.

(d) Titles of the officers of
t he associ ation and the nunber of directors,
and .

Art. 12.08. . . . The constitution and
by-1 aws of such association shall not violate
any of the provisions of this |law, but shal
be in harnony herewth.

Revi sed Law
Sec. 886.104. BENEFI TS AUTHORI ZED. (a) Except as provided
by Subsection (b), a local nutual aid association nmay provide
only for the paynent of death benefits. An association nmay not
provide for old age benefits or benefits for accidental injury or
si ckness.
(b) A local mutual aid association organized before March
21, 1929, that provides for the paynent of death, old age, and
acci dent benefits may continue to provide those benefits.
(c) The policy issued by the association nust clearly state
the benefits provided.
(d) A local mutual aid association may not issue a policy
provi ding for:
(1) a level prem um
(2) guaranteed benefits; or
(3) surrender of loan values. (V.T.1.C. Arts. 12.09,

12.10.)
Source Law

Art. 12.09. Any association hereafter
organi zed under the provisions of this
chapter shall provide for the paynent of
death benefits only and may not provide for
ol d age benefits and benefits in case of
accidental injuries or sickness. Any
associ ation heretofore organi zed prior to
March 21, 1929, and paying death, old age and
accident benefits may continue to pay sane.
Anyone or all of said benefits and the
benefits to be provided shall be clearly set



out in the policy issued by the association.

Art. 12.10. An association shall not
issue certificates providing for a |evel
prem um or guaranteed benefits, nor for
surrender of |oan val ues.

Revi sor's Note
V.T.1.C. Article 12.10 refers to
"certificates" providing for a level prem um
or guaranteed benefits. The revised |aw
substitutes "policy" for "certificate"
because the terns are synonynous in context
and "policy"” is the termnore frequently used
in this chapter
Revi sed Law
Sec. 886.105. TERRITORIAL LIMTATIONS. (a) A local nutual
ai d associ ation may conduct business in any county in this state.
(b) If the articles of association of an associ ation
provi de that the association engages in business only in a
[imted territory, the association may amend the articles to
permt statew de business. After the anendnent, the association
is entitled to receive a certificate of authority permtting
statew de business. (V.T.1.C. Art. 12.03.)
Source Law

Art. 12.03. Any local nutual aid
associ ation or association defined in Article
14. 37, Chapter 14, of this code, shall be
permtted to operate in any county in this
State. If the Articles of Association of
such associ ation provides for its operation
inalimted portion or area of this State,
such | ocal mutual aid association or
associ ation defined in Article 14.37, Chapter
14, of this code, may hereafter anend such
Articles of Association so as to permt it to
operate and do business on a statew de basis,
and after such anendnment it shall be entitled
to receive a certificate of authority
covering all such territory, provided such
associ ation shall not be possessed of a
perm ssive deficiency reserve as provided in
Article 14.15 of this Chapter 14 of this
Code.

Revi sor's Note
(1) V.T.I.C Article 12.03 refers to a
| ocal nmutual aid association or "associ ati on




defined in Article 14.37, Chapter 14." Under
the portion of V.T.1.C. Article 12.01 revised
in this chapter as Section 886.001, the term
"l ocal mutual aid association” includes an
entity governed by Section 888.201, which
codifies V.T.1.C. Article 14.37. The revised
law is drafted accordingly.

(2) V.T.I1.C Article 12.03 provides
that certain |ocal nutual aid associations
may not hold a perm ssive deficiency reserve
under V.T.1.C Article 14.15. Sections 4, 5,
and 6, V.T.1.C. Article 14.15, prescribe
procedures related to a perm ssive deficiency
reserve and require an association to begin
conplying with those sections not |ater than
July 1, 1966, and to conpletely reduce any
perm ssive deficiency reserve not |ater than
Decenber 31, 1983. An association that does
not reduce its reserve as required by those
sections is treated as insolvent. The
revised law omts the reference to the
perm ssive deficiency reserve as obsol ete.

Revi sed Law
Sec. 886.106. CONNECTI ON W TH OTHER ASSOCI ATI ONS
PROH BI TED. (a) A local nutual aid association may not have any
connection wth another |ocal nutual aid association.
(b) An association nmay not contribute any formof salary or
conpensation to an executive officer of another association.
(V.T.1.C. Art. 12.04.)

Source Law

Art. 12.04. There shall be no connection
bet ween any two associ ati ons operating under
this chapter and no one associ ation shal
contribute anything by way of salary or
conpensation to any executive officer for the
pur poses of such other association.

Revi sed Law
Sec. 886.107. ANNUAL STATEMENT; FILING FEE. (a) For the
filing of each annual statenent, the departnent shall charge the
appropriate fee. The fee nust be:
(1) payable to the departnment; and
(2) deposited in the Texas Departnment of Insurance
operating account.
(b) Article 1.31A applies to the fee. (V.T.I1.C
Art. 12.18.)




Source Law

Art. 12.18. For the filing of each
annual statenent, the Board shall charge the
fee prescribed by Iaw, which shall be paid to
the State Board of |nsurance and nust be
deposited in the State Treasury to the credit
of the State Board of Insurance operating
fund, and Article 1.31A of this code applies
to that fee.

Revi sor's Note
V.T.1.C. Article 12.18 requires fees to
be deposited in the state treasury to the
credit of the State Board of I|nsurance
operating fund. Under the authority of
Chapter 4, Acts of the 72nd Legi sl ature, 1st
Cal | ed Session, 1991, the Texas Departnent of
| nsurance operating fund (the | ater nanme of
the State Board of I|nsurance operating fund)
was converted to an account in the general
revenue fund. The revised lawis drafted
accordingly.
Revi sed Law
Sec. 886.108. SURETY BOND. (a) A local nutual aid
association's officer responsible for the funds of the
association shall file with the departnment a surety bond.
(b) The surety bond nust be:
(1) executed by a surety conpany authorized to do
business in this state;
(2) satisfactory to the department; and
(3) payable in an anobunt and conditioned as specified
by Section 887.054.
(c) This section does not apply to a local nutual aid
associ ation that:
(1) has a total nmenbership of 1,000 or fewer nenbers
(2) charges $1 or |ess each for annual dues or
assessnents; and
(3) charges $2.50 or less for a nenbership fee.
(d) An association exenpted under Subsection (c) shall file
with the department a bond in the amount of $1,000 and
conditioned as provided by Section 887.054. (V.T.1.C. Art. 12.05

(part).)

Source Law

Art. 12.05.
(5 . . . Thereupon the Board
shall require, and the officer of the



associ ation designated to have charge of the
funds of the association shall nmake and file
a surety bond executed by a surety conpany
aut horized to do business in the State of
Texas, satisfactory to the Board as surety,
payabl e and in an amount and conditioned as
required and specified in Article 14.08,
Chapter 14 of this code.

Provi ded, however, that the
provisions of this Article shall not apply to
any local nutual aid association now
or gani zed and operati ng whose total
menbership shall at no tine exceed one
t housand (1, 000) nenbers and whi ch shal
never charge for annual dues or assessnents
in excess of One ($1.00) Dollar each, and
whose nmenbership fee shall at no tine exceed
Two Dollars and Fifty Cents ($2.50).

However, such associ ation thus exenpted shal
file a bond, conditioned as herein above
provi ded, in the anpbunt of One Thousand
($1,000.00) Dollars with the Board of

| nsurance Comm ssi oners of Texas.

Revi sed Law
Sec. 886.109. VOLUNTARY DI SSOLUTION. A local mutual aid
associ ation may di ssolve by vote of the magjority of the nenbers
at:

(1) a regular neeting called by the secretary; or
(2) a special neeting called for the purpose of
considering dissolution. (V.T.1.C. Art. 12.13 (part).)
Source Law

Art. 12.13. Associations may dissolve at
any tinme by vote of the majority of the
menbers at a regular neeting called by the
secretary or a special neeting called for the
pur pose of considering dissolution

Revi sed Law
Sec. 886.110. AUTOVATIC DI SSOLUTI ON. A local nutual aid

association is dissolved automatically and forfeits its right to
engage in the business of insurance if:

(1) the association's nenbership falls bel ow 25
percent of the maxi mum value of the policy issued; or

(2) the association's nenbership falls bel ow 50
percent of the maxi mum value of the policy issued and the
association fails to notify each nenber of the anpbunt paid on the




precedi ng death cl ai mwhen assessnent is made. (V. T.1.C.

Art.

12. 13 (part).)

Source Law

Art. 12.13. . . . provided, however,
that if any such association or society shal
have engaged in business continuously for a
period of ten (10) years, then it shall not
automatically be dissolved nor forfeit its
right to do business, at any tinme the
menbership shall fall below fifty (50% per
cent of the maxi num val ue of the policy
i ssued, but it shall becone dissolved only in
t he event the nenbership shall fall bel ow
twenty-five (25% per cent of the maxi mum
val ue of the policy issued. Provided,
further, that when nenbership becones |ess
than fifty (50% per cent, the association
will be dissolved automatically in event it
fails to notify each nmenber when assessnent
is made of the anpbunt paid on the next
precedi ng death claim

Revi sor's Note

(1) V.T.1.C Article 12.13 refers to an
associ ation "engaged in business continuously
for a period of ten (10) years." The revised
law omits this reference as unnecessary
because V.T.I.C. Article 22.21, which is
revised in this chapter as Section 886. 004
and whi ch becane effective August 28, 1961,
provi des that no new associ ati ons may be
organi zed fromor after that date.

Therefore, any association currently engaged
in the business of insurance has been in

busi ness for nore than 10 years. The revised
law is drafted accordingly.

(2) V.T.I.C Article 12.13 refers to
the "next preceding death claim" The
revised law omts "next" as unnecessary.
"[ T] he precedi ng" means "next preceding.”

(3) V.T.1.C. Article 12.13 provides in
part for the dissolution of certain |ocal
nmutual aid associations that have been in
exi stence for six nonths or nore or that have
not operated for one year or |onger.

However, by its own ternms, this part of
Article 12.13 does not apply to | ocal nutual




aid associ ations that have been engaged in

t he business of insurance for a period of at
| east 10 years. Since V.T.I.C Article
22.21, revised in this chapter as Section
886. 004, provides that a |ocal mutual aid
associ ation may not be fornmed after August
28, 1961, any association currently in

exi stence has been in operation for a period
of at least 10 years. Consequently, the
revised law omts as obsolete that part of
Article 12.13 that applies to | ocal nutual
aid associations in existence for |ess than
10 years. The omtted | aw reads:

Art. 12.13. [Associations may dissolve
at any time by vote of the mgjority of the
menbers at a regular neeting called by the
secretary or a special neeting called for the
pur pose of considering dissolution;] any
cl ass or group which has been in existence
for six (6) nmonths or nore shall also be
di ssol ved automatically and shall forfeit its
right to do business at any tine the
menbership shall fall below fifty (50% per
cent of the maxi mum val ue of the policy
i ssued, or when any class or group shal
cease to operate for a period of one (1)
year, and no action by any supervisory
officer of the state shall be necessary to
such dissolution or forfeiture. |In the event
of said nenbership becomng less than fifty
(50% per cent of the maxi mum anount provided
in said class or group, said nenbers by a
majority vote of said officers for them shal
have the right to transfer and nerge said
menbers with any other society or association
after obtaining the approval of the Board of
| nsurance Comm ssioners .

[ Sections 886.111-886. 700 reserved for expansion]

SUBCHAPTER O. DI SCI PLI NARY PROCEDURES AND CRI M NAL PENALTY
Revi sed Law
Sec. 886.701. REVOCATI ON. Except as otherw se provided by
| aw, the departnment nmay revoke the right of a local nmutual aid
association to engage in the business of insurance in this state
only on:

(1) the judgnment of a court;
(2) the filing of articles of dissolution by the



menbers of the association or by the officers on behalf of the
menbers; or
(3) afiling show ng that the association's nenbership
has been nerged and taken over by another association. (V.T.I.C
Art. 12.11.)
Source Law

Art. 12.11. The Board shall not revoke
the right of any association to do business
in this State except upon the judgnment of a
court of conpetent jurisdiction or upon the
filing of articles of dissolution by the
menbers of said association or the officers
for themor upon a statenent being filed with
said Board showi ng that said nenbership had
been nerged and taken over by another society
or associ ati on.

Revi sor's Note

(1) V.T.1.C Article 12.11 provides
that the right of a local nutual aid
associ ation to engage in business may not be
revoked except in certain [imted
circunstances. Article 12.11 is derived
from and substantively identical to, Section
22, Chapter 274, Acts of the 41st
Legi sl ature, Regul ar Session, 1929. Since
enact ment of Section 22, former V.T.I.C
Article 1.10(7), revised in this code as
Chapter 82, has been anended to expressly
permt revocation of the certificate of
authority of an association. The revised |aw
is drafted accordingly.

(2) V.T.I.C Article 12.11 refers to a
court "of conpetent jurisdiction.” The
revised law omts the quoted | anguage as
unnecessary because a suit may only be
brought in a court, and the general |aws of
civil jurisdiction determ ne which courts
have jurisdiction over the matter. For
exanpl e, see Sections 24.007-24.011
Government Code, for the general jurisdiction
of district courts.

Revi sed Law
Sec. 886.702. GROUNDS FOR DI SSOLUTI ON OR FORFEI TURE. (a)
In addition to any other penalties inposed on a |local nutual aid
association or on its nenbers or officers, an association is
subject to dissolution and forfeiture of its right to engage in




t he busi ness of insurance if the association:

(1) ceases to engage in the business of insurance;

(2) falls below the requirenments of this chapter

(3) engages in the business of insurance wthout a
certificate of authority;

(4) fails to nmake reports as required by |aw

(5) refuses to submt to exam nation by the departnent
or pay the cost of an exam nation

(6) engages in the business of insurance in a

fraudulent, illegal, or dishonest nmanner; or
(7) violates this chapter
(b) The attorney general shall, at the request of the

departnent, file any action necessary to wind up the affairs of
an associ ation to which Subsection (a) applies and provide for
t he appoi ntnment of a receiver if necessary.
(c) An action under this section nust be brought in Travis
County. (V.T.1.C Art. 12.14.)
Source Law

Art. 12.14. If any association
heretofore or hereafter doing a |ocal nutual
ai d business as herein defined or as defined
in Article 14.37, Chapter 14 of this code
shall cease to operate, or shall fall bel ow
the requirements of this Chapter or shal
undertake to operate without a permt or
certificate of authority, or shall fail or
refuse to make reports as and when by | aw
required, or shall refuse to submt to
exam nation or pay the cost thereof, or shal

conduct its business in a fraudulent, illegal
or di shonest manner, or shall violate any of
the ternms of this chapter, shall, in addition

to any other penalties inposed on it or on
its menbers or officers, subject itself to
forfeiture of its right to do business and to
di ssolution; and the Attorney General shal
at the request of the Board of I|nsurance
Comm ssioners file such suit as may be
necessary to wind up the affairs of such
association and if necessary have a receiver
appoi nted for that purpose, the venue of al
of which suits shall be laid in Travis
County, Texas.

Revisor's Note
V.T.1.C. Article 12.14 refers to
operation as a local nutual aid association
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w thout a "permt or certificate of
authority." The revised law omts as
unnecessary the reference to the permt.
Under V.T.1.C Article 12.05, the Board of

| nsurance Comm ssioners issued a permt to a
| ocal nutual aid association during the

peri od the association was form ng. See
Revisor's Note (1) follow ng Subchapter A of
this chapter. Under V.T.1.C Article 22.21,
revised as Section 886.004 of this chapter,
a local mutual aid association may not be
organi zed after August 28, 1961

Revi sed Law

886.703. CRI M NAL PENALTY. (a) A person commts an
offense if the person violates this chapter.

An of fense under this section is a m sdeneanor

puni shable by a fine not to exceed $500. (V.T.I.C Art. 12.15.)

Source Law

Art. 12.15. Any person or persons who
shall violate any of the provisions of this
Chapter shall be deened guilty of a
m sdeneanor and upon conviction shall be
fined in any sumnot nore than Five Hundred
($500. 00) Dol l ars.

CHAPTER 887. PROVI SI ONS APPLI CABLE TO CERTAI N
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009.
[ Sections 887.010-887. 050 reserved for expansion]
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SUBCHAPTER O.  PENALTI ES
Sec. 887.701. UNLAWUL CONVERSI ON; CRIM NAL PENALTY 1069
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PENALTY 1070
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CHAPTER 887. PROVI SI ONS APPLI CABLE TO CERTAI N
MUTUAL ASSESSMENT COWPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 887.001. DEFINITIONS. In this chapter:

(1) "Assessnent” neans any noney or thing of value,
including premuns, paid in consideration of insurance provided
by an insurance certificate.

(2) "Association" nmeans an organi zati on subject to
this chapter

(3) "lnsurance certificate" means an insurance policy,
contract of insurance, certificate of nenbership, or other
docunent through which insurance is effected or evidenced.

(4) "Menber" includes a certificate holder or any
ot her insured of an associ ation.

(5) "Menbership fee" neans the anount of the first
assessnent or assessnents placed in the expense fund of an
associ ation and representing the cost of soliciting or procuring
a nmenber, as permtted by the departnent.

(6) "Mortuary fund" includes a nortuary fund, relief
fund, claimfund, or simlar fund. (V.T.1.C Art. 14.02 (part);
New. )

Source Law

Art. 14.02. The follow ng ternms when
used in this chapter shall be defined:
"Associ ation” shall refer to and
include all types of organizations,
corporations, firms, associations, or groups
subject to the provisions of this chapter.

"Menmber" shall include
pol i cyhol ders or any persons insured by an
associ ati on, by whatsoever neans the
i nsurance may be nmade effective.
"Certificate" shall include any
i nsurance policy or contract of insurance,
certificate of nmenbership or other docunent
t hrough which insurance is effected or
evi denced.



"Assessnment” shall include prem uns
and nean any and all noney or val uabl e thing
paid in consideration of such insurance as is
afforded by the certificate.

"Menbership fee" shall be the
amount of the first assessnment or assessnents
permtted by the Board to be placed in the
expense fund of associations, representing
cost of soliciting or procuring the nmenber.

Revi sor's Note

(1) V.T.I.C Article 14.02 refers to
"organi zations, corporations, firnmns,
associ ations, or groups" subject to this
chapter. The revised law omts the reference
to "corporations, firnms, associations, or
groups” as included within the nmeani ng of
"organi zations." It is clear fromthe
context of V.T.1.C. Chapter 14 that a "group"
nmust be organized to fall under that chapter
For exanple, V.T.1.C Article 14.04, revised
in part as Section 887.051, refers to
required provisions of an association's
byl aws, and V.T.1.C. Article 14.08, revised
in part as Section 887.054, requires a surety
bond covering certain officers of an
associ ati on.

(2) V.T.I.C Article 14.02 defines
"board" as "the Board of Insurance
Comm ssioners of the State of Texas."
Chapter 499, Acts of the 55th Legislature,
Regul ar Session, 1957, abolished the Board of
| nsurance Comm ssioners and transferred its
functions to the State Board of Insurance.
O her provisions of V.T.1.C. Chapter 14 refer
to the State Board of Insurance. Chapter
685, Acts of the 73rd Legislature, Regul ar
Session, 1993, abolished that board and
transferred its functions to the comm ssi oner
of insurance and the Texas Departnent of
| nsurance, as appropriate. Chapter 31,
| nsurance Code, defines "conmm ssioner” and
"departnment” for purposes of this code and
the other insurance laws of this state to
mean the conm ssioner of insurance and the
Texas Departnent of |nsurance, respectively.
The revised law omts the definition of




"board, " and throughout this chapter,
references to the Board of Insurance
Comm ssioners or the State Board of I|nsurance
have been changed appropriately. The omtted
| aw r eads:

"Board" shall refer to the Board of
| nsurance Comm ssioners of the State of
Texas.

(3) V.T.I.C. Article 14.02 defines
"paid in full" and "full payment." The
revised law omts the definition as
unnecessary because in contexts in which the
revised law refers to full paynent of a
claim it is clear what the term "ful
paynent” neans. The omtted | aw reads:

"Paid in full" or "full paynent”
shal | nean the payment of the full anount of
maxi mum benefit due on the happening of the
contingency insured against.

(4 V.T.1.C Article 14.02 defines
"insolvent” as nmeaning "any condition or
situation which is so designated herein." In
pl aces in which an association's condition
results in the association being regarded as
i nsolvent (such as V.T.1.C. Article 14. 31,
revi sed as Section 887.207), the law clearly
explains the condition that is treated as
i nsol vency. Accordingly, the revised | aw
omts the definition as unnecessary. The
omtted definition reads:

"I nsolvent" shall refer to and
i nclude any condition or situation which is
so designated herein and which is violative
of the provisions of this chapter.

(5 V.T.I1.C. Article 14.02 defines
"certificate" as any insurance policy or
contract of insurance, certificate of
menber shi p, or other docunent through which
insurance is effected or evidenced.
Subsequent provisions of V.T.1.C. Chapter 14
use the term"certificate of authority,"”
whi ch is the docunent issued to an
association that is authorized to engage in
business in this state. To avoid confusion,
the revised | aw defines "insurance



certificate" rather than "certificate" and
substitutes that termas appropriate

t hroughout this chapter. Article 14.02 al so
refers to "policyholders.” Throughout this
chapter where appropriate, the revised | aw
substitutes "certificate holder"” for
"policyholder” to be consistent with
"insurance certificate.”

(6) The definition of "nortuary fund"
is added to the revised law for drafting
convenience and to elimnate frequent,
unnecessary repetition of the substance of
the definition.

Revi sed Law
Sec. 887.002. PURPCSE. The primary purpose of this chapter
and Chapter 888 is to secure to nenbers and the beneficiaries of
menbers the full and pronpt paynent of all clains, according to
t he maxi mum benefit provided under the insurance certificate.
(V.T.1.C. Art. 14.29 (part).)
Source Law

Art. 14.29. It is the primary purpose of
this chapter to secure to the nenbers of the
associ ations and their beneficiaries the full
and pronpt payment of all clains according to
t he maxi mum benefit provided in their
certificates.

Revi sed Law
Sec. 887.003. APPLICABILITY OF CHAPTER. (a) This chapter
governs:

(1) local nutual aid associations;

(2) statew de nutual |ife associations;

(3) Ilife, health, and acci dent associ ations;

(4) nutual assessnent life, health, and accident
associ ati ons;

(5) burial associations; and

(6) simlar entities.

(b) Except as provided by Section 887.004, this chapter
applies to insurance conpani es and associ ati ons, whet her
i ncorporated or not:

(1) that issue policies or certificates of insurance
on the lives of individuals on a nutual assessnent plan or that
provi de health and acci dent benefits on a nutual assessnent plan
or whose funds are derived from assessnents on certificate
hol ders or nenbers; and

(2) that are not governed by:

(A) Chapter 841, 861, 882, 883, 885, 941, or 942;



or
(B) Chapter 5, Title 78, Revised Statutes, as

provi ded by Section 18, Chapter 40, Acts of the 41st Legi sl ature,
1st Call ed Session, 1929, as anmended by Section 1, Chapter 60,
CGeneral Laws, Acts of the 41st Legislature, 2nd Called Session,
1929.

(c) This chapter does not apply to nutual fire insurance
conpanies. (V.T.1.C. Arts. 14.01 (part), 14.03 (part), 14.54.)

Source Law

Art. 14.01. This chapter shall apply to
and enbrace all insurance conpani es and
associ ati ons, whether incorporated or not,
whi ch issue policies or certificates of
i nsurance on the lives of persons, or provide
heal th and acci dent benefits, upon the so
cal |l ed nmutual assessnment plan, or whose funds
are derived fromthe assessnents upon its
pol i cyhol ders or nenbers, and shall, in fact
apply to all life, health and acci dent
conpani es or associ ati ons which do not cone
within the provisions of Chapters 3, 8, 10,
11, 15, 18 or 19 of this code and Chapter 5
of Title 78, Revised Cvil Statutes, 1925,
and anendnments thereto .

This chapter shall include |ocal nutua
ai d associations; statewide life; or life,
heal th and acci dent associ ati ons; nutual
assessnment life, health and acci dent
associ ations; burial associations; and
simlar concerns by whatsoever nanme or class
desi gnat ed, whether specifically nanmed or
not .

Art. 14.03. Al associations operating
under this chapter shall be nutual in
character, but

Art. 14.54. Nothing in this chapter
shall ever be construed to include or affect
in any manner nutual fire insurance
conpani es.

Revi sor's Note

(1) V.T.I.C Article 14.01 refers to
"Chapter 5, Title 78, Revised Cvil Statutes
1925." That chapter was repeal ed by Section
18, Chapter 40, Acts of the 41st Legislature,




Sec. 887.004.

1st Call ed Session, 1929. That provi sion,
whi ch was anended by Section 1, Chapter 60,
CGeneral Laws, Acts of the 41st Legislature,
2nd Call ed Session, 1929, provides that the
repeal of Chapter 5, Title 78, does not
affect a conmpany or associ ation doi ng

busi ness under that chapter, and the conpany
or association continues to be governed by
t hat chapter. For the reader's convenience,
the revised | aw includes a reference to the
1929 | aw continuing Chapter 5, Title 78, in
effect for certain conpanies.

(2) V.T.I.C Article 14.01 refers to
"Chapters 3, 8, 10, 11, 15, 18 or 19 of this
code and Chapter 5 of Title 78, Revised Cvil
Statutes, 1925, and amendnents thereto.”
Subsequent provisions of V.T.1.C. Chapter 14
refer to various statutes "as amended.”

Thr oughout this chapter, the revised | aw
omts the references to "amendnents thereto"
and "as anmended" because under Section

311. 027, Governnent Code (Code Construction
Act), applicable to the revised law, a
reference to a statute applies to al
reenactnents, revisions, and anmendnents of
the statute.

(3) V.T.I.C Article 14.01 refers to
life, health and acci dent conpani es or
associ ations that do not conme within the
provisions of V.T.I.C. Chapter 3. The
rel evant portions of Chapter 3, relating to
t he organi zation of donestic life, health and
acci dent conpani es, are revised in Chapter
841. The revised law is drafted accordingly.

Revi sed Law
| NAPPLI CABI LI TY TO CERTAI N ORGANI ZATI ONS OF

MEMBERS OF RELI G OUS DENOM NATI ON. This chapter does not apply to

an associ ation that:

(1) is not operated for profit;
(2) is composed only of the nenbers of a particul ar

religi ous denom nati
(3) does
greater than $1, 000
(4) does
sal ary greater than

on;

not provide insurance benefits in an anount

on any one individual; and

not pay any officer of the association a

$100 a month. (V.T.1.C Art. 14.01 (part).)
Source Law

Art. 14.01. [This chapter shall apply to



and enbrace all insurance conpani es and
associations,] . . . except that it shal

not apply to associations not operated for
profit conposed only of the nenbers of a
particul ar religious denom nation, and which
do not provide insurance benefits in excess
of One Thousand ($1, 000.00) Dol lars, on any
one person and which do not pay any officer a
salary in excess of One Hundred ($100.00)
Dol | ars per nonth.

Revi sed Law
Sec. 887.005. DEPARTMENT OF PUBLI C SAFETY EMPLOYEE MUTUAL
ASSCCI ATI ON. Notwi t hst andi ng any ot her provision of this chapter,
a nmutual association for enployees of the Departnment of Public
Safety may provide coverage and benefits to retired officers and
enpl oyees of that departnent. (V.T.1.C Art. 14.17A.)
Source Law

Art. 14.17A. Notw t hstandi ng any
provi sion of this chapter, including Article
14.17, a nutual association for enployees of
t he Departnent of Public Safety of the State
of Texas may provide coverage and benefits to
retired officers and enpl oyees of the
depart nment.

Revi sed Law
Sec. 887.006. CONSTRUCTION. (a) This chapter does not:
(1) enlarge the powers or rights of any association;
(2) enlarge the scope of an association's |egal or
cor porate existence; or
(3) authorize the creation of any association or
corporation to engage in the business of insurance described by
Section 887.003(b) if that creation is not specifically permtted
by | aw.
(b) The laws prohibiting or limting creation of an
associ ation and the exercise of corporate power are not affected
by this chapter. (V.T.1.C. Art. 14.01 (part).)
Source Law

Art. 14.01.

Thi s chapter does not enlarge the powers
or rights of any of such associations nor
enl arge the scope of their |egal or corporate
exi stence; nor authorize the creation of any
associ ation or corporation to do any of the



sorts of business above indicated, where such
creation is not now specifically permtted by
law. The laws prohibiting or limting such
creation and the exercise of corporate power
are not affected by this chapter.

Revi sed Law
Sec. 887.007. DEPOSIT OF FEES. The departnment shall deposit
a fee collected under this chapter to the credit of the Texas
Departnent of Insurance operating account. (V.T.1.C. Art. 14.60

(part).)

Source Law

Art. 14.60. All fees paid to the State
Board of Insurance by all associations
regul ated by this chapter shall be deposited
in the State Treasury to the credit of the
State Board of Insurance operating fund and

Revi sor's Note

(1) V.T.1.C Article 14.60 states that
fees paid to the State Board of Insurance
"shall be deposited in the State Treasury to
the credit of the State Board of I|nsurance
operating fund." Under Chapter 4, Acts of the
72nd Legislature, 1st Called Session, 1991,

t he Texas Departnment of Insurance operating
fund (the later name of the State Board of

| nsurance operating fund) was converted to an
account in the general revenue fund. The
revised law is drafted accordingly.

(2) V.T.I.C Article 14.60, as anended
by Chapter 622, Acts of the 68th Legi sl ature,
Regul ar Session, 1983, provides that fees
paid to the State Board of Insurance shall be
spent for specified purposes. The revised
law omts that provision as inpliedly
repealed by V.T.1.C. Article 4.07, which
provides that all fees paid to the departnent
are available for use to pay sal aries and
ot her expenses arising out of the exam nation
and |icensing of insurance conpanies
generally and investigations of violations of
the insurance laws. Article 4.07, as anmended
by Chapter 249, Acts of the 70th Legi sl ature,
Regul ar Session, 1987, applies to "any and
all" mutual insurance conpanies. The omtted




| aw reads:

Art. 14.60. [All fees paid] . . . shal
be spent for the purpose of enforcing and
carrying out the provisions of this chapter
and other laws relating to the regulation and
supervi sion of such associ ations.

(3) V.T.1.C. Article 14.60, as anmended
by Chapter 622, Acts of the 68th Legi sl ature,
Regul ar Session, 1983, provides that fees
paid to the State Board of |nsurance may be
spent as authorized by appropriation in a
speci fied manner. The revised law omts that
| anguage as unnecessary. Section 6, Article
VI, Texas Constitution, provides that "[n]o
noney shall be drawn fromthe Treasury but in
pur suance of specific appropriations nmade by
[aw. " Chapter 2103, Governnent Code, enacted
as Article 6252-31, Revised Statutes, by
Chapter 641, Acts of the 72nd Legi sl ature,
Regul ar Session, 1991, establishes specific
procedures for w thdraw ng noney fromthe
state treasury. The omtted |aw reads:

Art. 14.60. [All fees paid . . . shal
be spent] . . . as authorized by |egislative
appropriation only on warrants issued by the
conptroller of public accounts pursuant to
duly certified requisitions of the State
Board of Insurance.

Revi sed Law
Sec. 887.008. | NTERPRETATI ON OF CHAPTER BY COWM SSI ONER. | f

a provision of this chapter appears obscure when applied to
heal th, accident, or disability provisions in an insurance
certificate issued by an association authorized to issue health,
accident, or disability certificates, the comm ssioner shal
interpret the provision in accordance with the expressed purpose
of this chapter and | ooking to the full paynent of clains and
preserving to nenbers the benefit of the association's
protection. (V.T.1.C. Art. 14.36.)

Source Law

Art. 14.36. If any of the provisions of
this chapter may appear obscure when applied
to health, accident or disability provisions
in certificates issued by associations
aut hori zed to issue health, accident or
disability certificates, then the Board is



directed to interpret sanme in accord with the
expressed purpose and spirit of this chapter

| ooking to the full paynment of clains, and at
the sane tinme preserving to nenbers the
benefit of the protection afforded by such
associ ati on.

Revi sed Law
Sec. 887.009. RULES. The comm ssi oner may adopt reasonable
rules to inplenent the purposes of this chapter. (V.T.1.C
Art. 14.39.)

Source Law

Art. 14.39. The Board is hereby
aut horized to pronul gate reasonabl e rul es and
regul ations to carry out the purposes of this
chapter.

Revi sor's Note
V.T..C. Article 14.39 refers to "rules
and regul ations."™ Throughout this chapter,
the revised law omts the references to
"regul ati ons” because under Section
311. 005(5), CGovernnent Code (Code
Construction Act), arule is defined to
include a regulation. That definition
applies to the revised | aw
[ Sections 887.010-887. 050 reserved for expansion]
SUBCHAPTER B. GENERAL POWNERS AND DUTI ES; OFFI CERS
AND DI RECTORS
Revi sed Law

Sec. 887.051. BYLAWS. (a) An association shall submt to
the departnent a copy of the association's bylaws. The
departnent shall exam ne the bylaws and approve the bylaws if
they conply with this chapter. The association shall conformthe
bylaws to this chapter if they are not in conpliance.

(b) On approval of the bylaws under Subsection (a), an
association shall file with the departnent a copy of the byl aws
certified by the president or general manager and the secretary
of the association.

(c) An association's bylaws nust contain all things
required by this chapter and nay not contain any provision in
conflict with this chapter

(d) An association's bylaws nust provide for periodic and
speci al neetings of the nenbership. (V.T.1.C. Art. 14.04 (part).)

Source Law

Art. 14.04. Each corporation shal



submt to the Board of |nsurance

Comm ssioners a copy of its by-laws. Such
by-1aws shall contain all things required by
this chapter and shall not contain any
provision in conflict wwth this chapter. The
by-l1aws shall provide for the periodical

nmeeti ngs of the nenbership and for special
meetings . . . . The Board of Insurance
Comm ssi oners shall exam ne such by-I|aws, and
if the sane conply with the provisions of
this chapter shall signify their approval of
same. |If they shall not be in accordance

wi th the provisions hereof, then the
corporation shall make said by-laws conform
hereto. Upon approval of the by-laws a copy
duly certified to by the president or general
manager and the secretary of the corporation
shall be filed with the Board of I|nsurance
Conmi ssi oners, and .

Revi sor's Note

(1) V.T.I.C Article 14.04 requires
each "corporation” to submt a copy of its
byl aws to the Board of Insurance
Conmi ssioners. Qher provisions of V.T.1.C.
Chapter 14 refer to a "corporation.”

Thr oughout this chapter, the revised | aw
substitutes "association"” for "corporation”
because V.T.1.C. Article 14.01, revised in
part as Section 887.003, provides that
Chapter 14 applies to certain "insurance
conpani es and associ ati ons, whet her
incorporated or not," and it is clear from
the context of the article that the

| egislature did not intend the article to
apply only to corporations.

(2) V.T.I.C Article 14.04 provides
that a copy of an association's byl aws
certified by the Board of I|nsurance
Comm ssi oners (now the conmm ssi oner of
i nsurance) "shall be received in evidence in
all the courts of this State." The revised
|aw omts the provision, enacted as part of
the Insurance Code in 1951, as unnecessary
because Rul e 902, Texas Rul es of Evidence,
governs the admissibility of certified copies
of public records, including "a docunent
aut hori zed by law to be recorded or filed and




actually recorded or filed in a public
office." The cited rules were originally
adopted, as Rules of Cvil Evidence and Rul es
of Crimnal Evidence, respectively, in 1983
and 1985, as provided by Sections 22.004 and
22.109, CGovernnent Code.

The cited rules apply to all proceedings
to which the provision could apply. The
Texas Rul es of Evidence apply to civil
proceedings in all courts other than snall
clainms courts. Under Section 28.033,

Gover nment Code, proceedings in small clains
courts are informal, so specific rules and
statutes regardi ng recei pt of evidence are
unnecessary. The Texas Rul es of Evi dence

al so apply under Section 2001. 081, CGovernnent
Code, to contested case hearings governed by
Chapter 2001, Governnent Code. The Texas

Rul es of Evidence apply to all crimnal
proceedi ngs. The omtted | aw reads:

Art. 14.04. . . . a copy duly certified
by such Board shall be received in evidence
inall the courts of this State.

Revi sed Law

Sec. 887.052. AMENDVMENT OF BYLAWS. (a) A mmjority of an
associ ation's nenbers present at a regular neeting or at a
nmeeting called for the purpose may anend the association's
byl aws.

(b) An association shall mail to all nenbers notice of any
regul ar or special nmeeting at which anendnents to bylaws w il be
consi dered. The notice nust contain:

(1) a conplete copy of the proposed anendnents; and
(2) a fair explanation of the intent and effect of the
proposed anmendnents.

(c) An anendnment nust be ratified by the association's
board of directors.

(d) An association shall file with the departnent, in the
same manner provided for filing bylaws under Section 887.051, an
anmendnent adopted by the association. An anendnent is not
effective unl ess approved by the departnent.

(e) An association shall mail to each nenber a certified
copy of any anmendnent to the association's bylaws at the next
assessnment after the amendnent to the bylaws is made.

(f) On adoption of an amendnent to an association's byl aws
that m ght affect the insurance rights of the association's
menbers, the association shall immediately send a copy of the
amendnent by first class nmail to each affected nenber. The




burden of proof is on the association to prove that the
association mailed the amendnent. (V.T.1.C Arts. 14.04 (part),
14.05, 14.18 (part).)

Source Law

Art. 14.04. . . . Al anendnents shal
be filed with the Board of Insurance
Comm ssioners in a |like manner as the
original by-laws. A certified copy of any
changes in the by-laws of each such
corporation shall be mailed to each of the
stockhol ders and/or nenbers at the next
assessnent after such change in the by-Iaws
i s made.

Art. 14.05. By-laws of any association
may be anmended by a mpjority of the nenbers
of the association present when ratified by
the Board of Directors, but only at neetings
called for that purpose, or at regular
neetings. Amendnents to the by-laws shal
not be effective until approved by the Board
of Insurance Conmmi ssioners. Notices of al
nmeeti ngs, whether regular or special, at
whi ch anmendnents to by-laws will be
consi dered, nmust be mailed to all nenbers.
Such notices nust contain full copies of the
proposed changes in the by-laws and fair
expl anations of the intent and effect
t her eof .

Art. 14.18. . . . [AIl conditions of

the certificate nust be stated thereon,
i ncludi ng such portions of the by-laws of the
association as may affect the insurance
rights of the parties in any material way; ]

amendnments to the by-laws which m ght
affect such rights of nmenbers nust forthwith
be mailed by first-class mail to each
certificate holder affected. |In case of
controversy the burden of proof shall be on
t he conpany to prove the anendnent was nuail ed
to the nmenber

Revisor's Note

V.T.1.C. Article 14.04 refers to
"stockhol ders and/ or menbers" of an
association. The revised law onits the
reference to stockhol ders because, under




V.T.1.C. Article 14.02, revised as Section
887.001, "nenber" is the defined term and
because "nenber" is the appropriate termto
use in connection with the type of
associations to which this chapter applies,
as described by V.T.1.C. Article 14.01,
revi sed as Section 887.003.
Revi sed Law
Sec. 887.053. |IMMUNITY. An officer, director, or nenber of
an association is not individually |iable because of an insurance
certificate issued by the association or a claimarising froman
i nsurance certificate. (V.T.1.C. Art. 14.03 (part).)
Source Law

Art. 14.03. [Al associations operating
under this chapter shall be nutual in
character, but] no liability shall rest upon
any officer, director or nenber in an
i ndi vi dual capacity by virtue of any policy
i ssued or clains arising thereon.

Revi sor's Note
V.T.1.C. Article 14.03 refers to a
"policy" issued by an association. Throughout
this chapter where appropriate, the revised
| aw substitutes "insurance certificate" for
"policy" because "insurance certificate" is
the defined termand because it is clear from
the context that the |aw applies to any type
of document that is an insurance certificate,
as that termis defined by V.T.1.C. Article
14. 02, revised as Section 887.001.
Revi sed Law
Sec. 887.054. FINANCI AL OFFI CER; BOND. (a) An associ ation,
by resolution entered inits mnutes, shall designate an officer
to be responsible for handling the association's funds. The
president, secretary, or general manager of the association nust
certify a copy of the resolution, and the association shall file
the copy with the departnent.
(b) Except as provided by Subsection (c) or (d), the
associ ation shall nmake and file a surety bond covering the
of fi cer designated under Subsection (a). The bond nust:
(1) be issued by a corporate surety conpany authorized
to issue surety bonds in this state;
(2) be satisfactory to the departnment and payable to
the departnent for the use and benefit of the association;
(3) obligate the principal and surety to pay any
nmonetary | oss sustained by the association through an act of




fraud, dishonesty, forgery, theft, enbezzlenent, or wlful
m sapplication by the officer, whether acting alone or with other
persons, while enployed as or exercising the powers of an officer
desi gnat ed under Subsection (a); and
(4) be in an anmount of:
(A) at least $2,500; or
(B) if the association's nortuary fund exceeds
$2,500, an amount equal to the | esser of:
(i) the amount of the association's nortuary
fund; or
(ii) $20,000.

(c) Instead of the bond required by Subsection (b), the
of fi cer designated under Subsection (a) nmay deposit with the
departnment cash or securities approved by the departnment in the
anount and subject to the conditions applicable to the bond.

(d) Except as provided by Subsection (e), this section does
not apply to a local nutual aid association that was operating on
May 12, 1939, and has never:

(1) had a total menbership of nore than 1,000 nenbers;

(2) charged nore than $1 each for annual dues and
assessnents; and

(3) charged nore than $2.50 for menbership fees.

(e) An association to which Subsection (d) applies nust
file with the departnent a bond in the amount of $1, 000,
conditioned as provided for a bond under Subsection (b).

(f) Successive recoveries may be made on a bond under this
section until the amount of the bond is exhausted. (V.T.1.C
Art. 14.08 (part).)

Source Law

Art. 14.08. Such association shall, by
resol uti on adopted and entered on its mnute
book, a copy of which properly certified to
by the president, secretary, or general
manager shall be filed with the Board of
| nsurance Conmm ssioners, designating therein
some officer who shall be responsible in the
handl i ng of the funds of the corporation.
Such associ ation shall nmake and file for such
officer a surety bond with a corporate surety
conpany authorized to wite surety bonds in
this State, as surety, satisfactory and
payabl e to the Board of |nsurance
Comm ssioners of Texas in the sumof not |ess
t han Two Thousand Five Hundred ($2, 500. 00)

Dol lars for the use and benefit of said
associ ation, and which shall at all tines be
equal to the amount of the nortuary fund on



hand, not to exceed Twenty Thousand

(%20, 000. 00) Dol I ars, which said bond shal
obligate the principal and surety to pay such
pecuni ary | oss as the associ ation shal
sustain through acts of fraud, dishonesty,
forgery, theft, enbezzlenent, w ongful
abstraction or willful msapplication on the
part of such officer, either directly and

al one, or in connivance with others, while
enpl oyed as such officer or exercising powers
of such office. In lieu of such bond any
such officer may deposit with the Board of

| nsurance Comm ssioners cash (or securities
approved by the Board) which cash or
securities shall be in the anobunt and subj ect
to the same conditions as provided for in
said bond. Provided, however, that the
provisions of this article shall not apply to
any local nutual aid association now

or gani zed and operati ng whose total
menbership shall at no tine exceed one

t housand (1, 000) nenbers and whi ch shal

never charge for annual dues or assessnents
in excess of One ($1.00) Dollar each, and
whose nmenbership fee shall at no tine exceed
Two Dollars and Fifty Cents ($2.50).

However, such association thus exenpted shal
file a bond, conditioned as herei nabove
provided in the amount of One Thousand
($1,000.00) Dollars with the Board of

| nsurance Conmm ssioners. . . . Successive
recoveries on any of the bonds provided for
inthis article may be had on such bonds
until sanme are exhaust ed.

Revi sor's Note

(1) V.T.I.C Article 14.08 refers to
"di shonesty," "theft," "enbezzlenent," and
"wrongful abstraction.”™ The revised |aw
omts "wongful abstraction” because that
termis included within the nmeaning of
"di shonesty,"” "theft," and "enbezzl enent."

(2) V.T.I.C Article 14.08 provides
that Article 14.08 does not apply to a | ocal
nmutual aid association that is "now organi zed
and operating” and that neets certain other
requi renents. The quoted | anguage can only
be read as neaning "organi zed and operating




before the effective date of this Act."
Article 14.08 was enacted by Chapter 491,
Acts of the 52nd Legi sl ature, Regul ar
Session, 1951. Section 2 of that act provides
that "[n]othing contained in this Act shal

be held or construed to effect any
substantive change in the |laws existing prior
to the passage of this Act." Article 14.08
was derived fromArticle 5068-1, Vernon's
Texas Civil Statutes. Article 5068-1 was
enacted by Chapter 6, page 401, GCeneral Laws,
Acts of the 46th Legislature, Regul ar
Session, 1939; that act took effect My 12,
1939. Accordingly, the revised | aw i ncl udes
a reference to May 12, 1939.

Revi sed Law
Sec. 887.055. BOND REQUI REMENTS FOR CERTAI N PERSONS. (a)
In addition to the bond required by Section 887.054 and any ot her
bond required by |l aw, an association shall obtain a separate or
bl anket surety bond covering each other person who may have
access to the association's nortuary funds. The bond nust:

(1) be issued by a surety authorized by the departnent
to engage in business in this state;

(2) be payable to the departnent for the use and
benefit of the association;

(3) obligate the principal and surety to pay any
nmonetary | oss sustained by the association through an act of
fraud, dishonesty, forgery, theft, enbezzlenent, or wlful
m sapplication by a covered person, whether acting alone or with
ot her persons; and

(4) be in an anmount determ ned by the departnent of at
| east $1, 000 but not nore than $5, 000.

(b) Successive recoveries may be made on a bond under this
section until the amount of the bond is exhausted. (V.T.I.C
Art. 14.08 (part).)

Source Law

Art. 14.08.

In addition to the bond required in the
precedi ng paragraph, and in addition to the
bond already required by | aw of certain
associ ations subject to this chapter, each
associ ation shall procure for all other
of fi ce enpl oyees, or other persons who may
have access to any of its claimfunds,
separ ate bonds or bl anket bonds with some
surety licensed by the Board to do business



in Texas, in an anount or anounts fixed by
the Board with a m ni mrum of One Thousand

($1, 000.00) Dollars and a maxi num of Five
Thousand ($5, 000.00) Dollars, payable to the
Board of Insurance Conm ssioners for the use
and benefit of the association obligating the
princi pal and surety to pay such pecuniary

| oss as the association shall sustain through
acts of fraud, dishonesty, forgery, theft,
enbezzl ement, wrongful abstraction or willful
m sapplication on the part of such persons,
either directly and al one, or in connivance
with others. Successive recoveries on any of
t he bonds provided for in this article may be
had on such bonds until same are exhausted.

Revi sor's Note
(1) V.T.1.C Article 14.08 refers to a

surety "licensed" by the Board of Insurance
Commi ssioners. The revised | aw substitutes
"aut hori zed" for "licensed" because

"certificate of authority” is the term used
t hroughout this code in relation to an
entity's authority to engage in business.

(2) V.T.I.C Article 14.08 refers to
"di shonesty," "theft," "enbezzlenent," and
"wrongful abstraction.” The revised |aw
omts "wongful abstraction"” for the reason
stated in Revisor's Note (1) to Section
887. 054.

Revi sed Law

Sec. 887.056. RECOVERY ON BOND. (a) On receipt of
information that an officer of an association has violated the
terns of a bond under Section 887.054 or 887.055, the departnent
shall demand fromthe officer a witten explanation of the
char ge.

(b) If after an explanation under Subsection (a) the
departnent is not satisfied regarding the existing facts in
controversy, the departnent shall:

(1) notify the officer to appear in Travis County, not
earlier than the 11th day or later than the 16th day after
service of notice, with any records and other information the
departnment considers proper; and

(2) conduct an exam nation into the charge against the

of ficer.

(c) If after an exam nation under Subsection (b) the
departnment is satisfied that the officer violated the terns of
t he bond, the departnment shall:



(1) imediately notify the conpany executing the bond;

(2) prepare a witten statenment covering the facts;
and

(3) deliver the statenent to the attorney general.

(d) On receipt of a statenment under Subsection (c), the
attorney general shall investigate the charges. |If the attorney
general is satisfied that the officer violated the ternms of the
bond, the attorney general shall:

(1) enforce the liability against the cash or
securities provided as surety by the officer; or
(2) in the nane of the comm ssioner, file suit in
Travis County on the bond for the benefit of the bond's
beneficiaries against the officer as principal and the sureties
for the recovery of:
(A) any amounts due by the officer; and
(B) all costs of the suit. (V.T.I.C
Art. 14.09.)
Source Law

Art. 14.09. Wien the Board is inforned
that any officer of any such association has
violated the ternms of either of said bonds it
shall demand a witten explanation of such
officer as to such charge, and if after such
expl anation the Board is not satisfied as to
the existing facts in controversy it shal
notify such officer to be and appear in
Travis County with such records, witings,
and ot her correspondence and facts as the
Board deens proper, not earlier than ten (10)
days or later than fifteen (15) days from
service of notice, and it shall there conduct
an exam nation into such affair, and if upon
such exam nation the Board shall becone
satisfied that the ternms of said bond have
been violated by said officer the Board shal
i mredi ately notify the conpany executing said
bond and prepare a witten statenent covering
said facts and deliver same to the Attorney
CGeneral of Texas, whose duty it shall be to
i nvestigate said charges and if satisfied
that the terns of said bond have been
violated he shall enforce the liability
agai nst said cash or securities, or he shall
file suit on said bond in the nane of the
Board of Insurance Conmm ssioners of Texas for
the benefit of the beneficiaries thereof
agai nst said officer as principal and the



sureties of his bond for the recovery of said
anounts due by said officer, and all costs of
suit in sone court of conpetent jurisdiction,
in Travis County, Texas.

Revi sor's Note

(1) V.T.I.C Article 14.09 refers to
"records, witings, and other correspondence
and facts.” The revised | aw substitutes
"records and other information" for that
phrase because "witings, and other
correspondence and facts” is included within
and synonynous with the neaning of "other
information,"” which is nore conci se.

(2) V.T.I.C Article 14.09 refers to a
suit brought "in sone court of conpetent
jurisdiction.™ The revised law omts the
guot ed | anguage as unnecessary because a suit
may only be brought in a court, and the
general laws of civil jurisdiction determ ne
whi ch courts have jurisdiction over the
matter. For exanple, see Sections
24.007-24.011, CGovernnent Code, for the
general jurisdiction of district courts.

Revi sed Law

Sec. 887.057. DEPOCSIT. (a) An association shall, through
t he departnent, deposit with the conptroller an amount equal to
the largest risk assuned by the association on any one life or
i ndi vi dual .

(b) A deposit under this section nust be cash or
convertible securities subject to approval by the departnent.

(c) A deposit is liable for the paynent of any final
j udgnment agai nst the association and i s subject to garnishnment
after a final judgnment against the association.

(d) An association shall inmrediately replenish a deposit
under this section if the deposit is inpounded or depleted. |If
the association fails to imredi ately repl enish the deposit on
demand by the departnent, the departnent nmay consider the
associ ation insolvent and take appropriate action.

(e) An association nmay not state in an advertisenent, in a
letter, inliterature, or otherwise that it has nmade a deposit
with the departnent as required by | aw, unless the association
al so states fully:

(1) the purpose of the deposit;
(2) the conditions under which the deposit is made;

and
(3) the exact anount and character of the deposit.
(V.T.1.C. Art. 14.10.)



Source Law

Art. 14.10. Each associ ation shall place
with the conptroller through the Board of
| nsurance Comm ssioners a deposit equal to
the | argest risk assunmed on any one |life or
person, which may be in cash or in
convertible securities subject to approval by
t he Board. Such deposit shall be liable for
the paynent of all final judgnents agai nst
t he associ ation, and subject to garnishnment
after final judgnents against the
associ ation. Wen such deposit becones
i mpounded or depleted it shall at once be
repl eni shed by the association, and if not
repl eni shed i mmedi ately on demand by the
Board, the association nmay be regarded as
i nsol vent and dealt with as hereinafter

provi ded.
When any association shall desire to
state in advertisenents, letters, literature

or otherwise, that it has nmade a deposit wth
the Board as required by law, it nust also
state in full the purpose of the deposit, the
conditions under which it is nmade, and the
exact anmount and character thereof.

Revi sed Law
Sec. 887.058. CHANGE OF ASSOCI ATI ON'S NAME. An associ ation

may change its nanme by anmendi ng the association's charter if:

(1) the association submts the proposed anendnent to
t he departnent for approval; and

(2) the departnent does not determ ne that the
proposed nanme is confusing and m sleading to the public.
(V.T.1.C. Art. 14.14.)

Source Law

Art. 14.14. Any anendnent to the charter
of an associ ation operating under this
chapter changi ng the nane of the association,
nmust be submtted to the Board of I|nsurance
Comm ssi oners for approval; and the charter
of any associ ation operating under this
chapter may not be amended to provide for
changing its name to a nane that is
determ ned by the Board of Insurance
Conmi ssioners to be confusing and m sl eadi ng
to the public.



Revi sed Law
Sec. 887.059. BOCKS AND RECORDS. (a) An association shal
keep the associ ation's books and records in a formand manner
t hat :

(1) accurately reflects the condition of the
association or the facts essential to the association's faithful
and effective operation; and

(2) is acceptable to the departnent.

(b) The association shall adopt forns or systens that are
acceptable to the departnent and will nost effectively serve the
pur pose described by Subsection (a)(1). (V.T.1.C Art. 14.12.)

Source Law

Art. 14.12. Al the records and books of
each associ ation shall be kept in the shape,
form and manner acceptable to the Board, and
i f such records and books of any associ ation
are kept in such manner as not to reflect
truly and accurately the condition of the
association, or the facts essential to its
faithful and effective operation, the
associ ation shall at once adopt fornms or
systens acceptable to the Board which w |
serve the purpose nost effectively.

Revi sor's Note

(1) V.T.I.C Article 14.12 refers to
t he "shape, formand manner" of records and
books. The revised |aw omts "shape" as

i ncluded within the neaning of "manner."

(2) V.T.I.C Article 14.12 refers to
records and books that "truly and accurately”
reflect the condition of an association. The
revised law omts the reference to "truly"
because "truly" is included within the
nmeani ng of "accurately."

Revi sed Law
Sec. 887.060. ANNUAL STATEMENT. (a) Not later than April 1
of each year, an association shall file with the departnent a
sworn statement of the association's condition on the preceding
Decenber 31.
(b) A statenent under this section nust be on a form
provi ded by the departnent for that purpose and include a
conpl ete account of:
(1) the association's real and contingent assets;
(2) the association's liabilities; and
(3) incone to and disbursenents fromthe association's
nortuary and expense funds during the year. (V.T.1.C Art. 14.15,




Sec.

1 (part).)

Source Law

Art. 14.15

Sec. 1. On or before the 1lst day of
April of each year, each association or
conpany operating under the provisions of
this Chapter shall file with the State Board
of Insurance a conplete and full sworn
statenment of its condition on the 31st day of
Decenber next preceding. Such statenent
shall exhibit all real and contingent assets,
and all liabilities and an account of incone
and di sbursenents to and fromthe nortuary
and expense funds during the year, and on
forms which the State Board of |nsurance
shall furnish for the making of such annua
st at enent s.

Revi sor's Note

(1) Section 1, V.T.I.C Article 14.15,
refers to an "associati on or conpany
operating under the provisions of this
Chapter." Throughout this chapter,
references to "conpany” in this context are
omtted fromthe revised | aw because
"association” is defined by V.T.1.C. Article
14.02 (revised as Section 887.001) to include
any type of organizations, and it is clear
fromthe context that the |aw applies to al
types of entities regulated under this
chapter.

(2) Section 1, V.T.I.C. Article 14.15,
refers to the "next preceding" Decenber 31.
The revised law omts "next" as unnecessary.
"The precedi ng" neans "next preceding."

(3) Section 1, V.T.I.C. Article 14.15,
provi des that, after exam ning an
associ ation's annual statenment, "the State
Board of Insurance shall, if such report
shows that the conpany or association is in
all things conplying with the requirenents of
| aw, issue such conpany or association a
certificate of authority to transact its
business in this State for the year next
succeeding the filing of said report, or
continue its certificate of authority in
force as is provided in Article 1.14 of this




887. 061.

| nsurance Code." The revised law omts the
provision relating to the issuance of a
certificate of authority for the "year next
succeedi ng" as repealed. Section 1, Chapter
194, Acts of the 56th Legislature, Regul ar
Session, 1959, anended Section 1, V.T.1.C
Article 1.14, to require the State Board of

I nsurance to issue a certificate of authority
to transact insurance business to any insurer
that fully conplies with applicable | aw.
Under Article 1.14, revised in pertinent part
as Section 801.053, a certificate of
authority is valid until it is suspended or
revoked. Section 2, Chapter 194, repeal ed
"[a]ll laws and parts of laws in conflict
herewith . . . to the extent that they
require periodic renewal of certificates of
authority." The revised |law omts the
portion of Article 14.15 that refers to
Article 1.14 because Article 1.14 applies by
its own terns, and it is not necessary to
include a reference to that article. The
omtted | aw reads:

Sec. 1. . . . Upon exam nation of said
annual statenent, the State Board of
| nsurance shall, if such report shows that

t he conpany or association is in all things
conplying with the requirenents of |aw, issue
such conpany or association a certificate of
authority to transact its business in this
State for the year next succeeding the filing
of said report, or continue its certificate
of authority in force as is provided in
Article 1.14 of this Insurance Code.

Revi sed Law
REPORT ON CONDI TI ON OF ASSOCI ATI ON. The

departnment may require froman association witten reports on the
condition of the association at any tinme the departnment considers
The departnent may require that a report be verified

by the oath of a responsible officer of the association.

14.57 (part).)

advi sabl e.

(V.T.1.C. Art.

Source Law

Art. 14.57. The Board of |nsurance
Conmi ssi oners shall have the power and
authority to conpel witten reports from such
association as to the condition of such



associ ati on whenever deened advi sable by the
Board. The Board may require that such
report be verified by the oath of a
responsi bl e officer of the association.

Revi sed Law

Sec. 887.062. EXAM NATION. Articles 1.15 and 1.16 apply to
an association. (V.T.1.C Art. 14.16.)
Source Law

Art. 14.16. Articles 1.15 and 1.16 of
this code apply to corporations and
associ ations regul ated under this chapter.

Revi sed Law
Sec. 887.063. ADM TTED ASSETS. An associ ation may include
anong its admtted assets, within the assets of the expense fund
only, any asset designated as a net asset under Section 841. 004.
(V.T.1.C. Art. 3.01, Sec. 10(d) (part).)
Source Law

[Art. 3.01, Sec. 10]

(d) Conpanies regul ated by the
provi sions of Chapter 14 of this |Insurance
Code, sane being local nmutual aid
associ ations, |ocal nutual burial
associ ations and state-w de nutual assessnent
corporations, [and conpanies regul ated by the
provi sions of Chapter 22 of this Insurance
Code, sane being stipulated prem um
conpani es,] may include anong their admtted
assets any asset herein designated as "net
assets" except that conpani es regul ated by
the provisions of Chapter 14 of this Code may
only include the same within the assets of
t he expense fund of any such conpany.

Revi sed Law
Sec. 887.064. DIVIDENDS. |If the anpbunt of an association's

nortuary fund exceeds the anobunt of reserves required by
Subchapter 1, the association may pay dividends fromthe fund to
its certificate holders. The anount of the dividends and the
met hod of distribution of the dividends nust be:

(1) equitable and nondiscrimnatory; and

(2) approved by the departnment before paynent.
(V.T.1.C. Art. 14.15, Sec. 8.)




Source Law

Sec. 8. In the event that the anmount of
the nortuary or claimfund of the conpany or
associ ation shall exceed the anount of the
required reserves to be maintained, such
conpany or association may pay dividends from
said fund to its policyhol ders provided: (a)
no perm ssive deficiency reserve exists at
date of paynent; and (b) the anmobunt of the
di vidend and net hod of distribution thereof
is equitable and nondiscrim nating and
approved i n advance of paynent by the State
Board of Insurance.

Revi sor's Note
Section 8, V.T.1.C. Article 14.15,
provi des that an association nmay pay
di vidends fromits nortuary fund if "no
perm ssive deficiency reserve exists at date
of paynent." The revised law omts the
reference to a perm ssive deficiency reserve
because the provisions of Article 14.15
relating to perm ssive deficiency reserves
have been omtted as executed. See the
revisor's note at the end of Subchapter |
Revi sed Law
Sec. 887.065. MERGER (a) An association may not nerge
wi th anot her association w thout the advance approval of the
depart nment.
(b) The departnment nmay grant approval under Subsection (a)
only after the departnent:
(1) conpletely investigates the facts; and
(2) determnes that the proposed nerger is to the
advant age of the nmenbers. (V.T.1.C. Art. 14.13 (part).)
Source Law

Art. 14.13.

The associ ations subject to this chapter
are hereby expressly prohibited from nerging
wi th anot her association . . . wthout the
consent in advance of the Board of |nsurance
Conmi ssi oners which may be given only after
conplete investigation into the facts and
determ nation that such . . . nerger is to
t he advantage of nenbers of the association
or groups to be affected.



Revi sor's Note
(End of Subchapter)

The revised law omts V.T.I.C. Article
14. 14a. In part, Article 14.14a validates
the charters of all conpanies "regul ated by
t he provisions of Chapter 14 of the Insurance
Code of Texas on the effective date hereof™
that were "actively conducting an insurance
busi ness under Chapter 14 . . . on the
effective date hereof.” Article 14.14a was
added by Chapter 125, Acts of the 58th
Legi sl ature, Regular Session, 1963, and took
effect May 9, 1963. The validation provision
is omtted fromthe revised | aw because it
served its purpose on the day it took effect
and, thus, is executed law. Section
311.031(a)(2), CGovernnent Code (Code
Construction Act), applicable to the revised
| aw, provides that the repeal of a statute
does not affect any validation previously
made under the statute.

V.T.1.C. Article 14.14a al so provides
that an existing association may amend its
charter to extend the association's duration
by filing an anendnent to the association's
charter within six nonths of the effective
date of Article 14.14a. The revised |aw
omts that provision as obsol ete because any
amendnent woul d have to have been fil ed
Wi thin six nonths of May 9, 1963.

The omtted | aw reads:

Art. 14.14a. This Article shall apply to
every conpany or association regulated by the
provi sions of Chapter 14 of the Insurance
Code of Texas on the effective date hereof.
The charters of all such conpanies which are
actively conducting an insurance business
under Chapter 14 of the Insurance Code of
Texas on the effective date hereof and which
have been issued a permanent certificate of
authority fromthe State Board of Insurance
pursuant to Article 1.14 of the Insurance
Code of Texas, authorizing such conpanies to
transact an insurance business, are hereby in
all things validated. Any such conpany or
associ ation shall have the right to anmend its
charter for the purpose of extending its



period of duration, which may be perpetual,
by filing an anmendnent for such purpose
within six (6) nonths after the effective
date of this Article in the same manner as
woul d be done with any other amendment to its
charter under existing laws. This Article
shall not apply to any conpany or association
which failed to conply with the provisions of
Article 13.06 of the Insurance Code of Texas,
nor to any conpany or associ ation which has
heretofore voluntarily surrendered its
charter, nor to any conpany or association
whi ch has had its charter forfeited or
cancel l ed by a Court of conpetent
jurisdiction, nor to any conpany or
associ ati on which has surrendered its
certificate of authority and charter to the
State Board of Insurance and has had a
cessation of corporate existence under the
provi sions of Chapter 22 of the Insurance
Code of the State of Texas.

[ Sections 887.066-887. 100 reserved for expansion]

SUBCHAPTER C. AUTHORI TY TO ENGAGE | N BUSI NESS
Revi sed Law

Sec. 887.101. CERTIFI CATE OF AUTHORI TY REQUI RED. (a)
Except as provided by Section 887.102, the departnent shal
requi re an association or person to hold a certificate of
authority issued by the departnent before the association or
person may engage in the business of insurance in this state.

(b) If an association or person wites insurance wthout a
certificate of authority issued under Subsection (a), the
departnent shall notify the attorney general. The attorney
general shall institute proceedings in the district court of
Travis County to restrain the association or person fromwiting
i nsurance without a certificate of authority. (V.T.1.C
Art. 14.17 (part).)

Source Law

Art. 14.17. It shall be the duty of the
Board of Insurance Comm ssioners to require
any corporation, person, firm association,
| ocal nutual aid association, or any |ocal
associ ation, conpany, or organi zation to have
a certificate of authority before being
authorized to carry on any insurance business
inthis State. |If, in any event, any such



conpany, person, firm association,
corporation, |ocal aid association, or |ocal
organi zation is witing any form of insurance
what soever without a permt or certificate of
authority issued by the Departnent of

| nsurance of Texas, it shall be the duty of
the Board to nmake known said fact to the
Attorney Ceneral of the State of Texas, who
is hereby required to institute proceedi ngs
in the District Court of Travis County,

Texas, to restrain such corporation, person
firm association, conpany, |local aid

associ ation, or organization fromwiting any
i nsurance of any kind or character wthout a
permt; provided .

Revi sor's Note
V.T.1.C. Article 14.17 refers to "any
corporation, person, firm association, |ocal
mut ual ai d associ ation, or any | ocal
associ ation, conpany, or organization." The
revised | aw substitutes "association or
person” for that phrase because
"association,"” as defined by Section 887.001,
i ncl udes any organi zation subject to this
chapter, including a "corporation” or "firm
associ ation, |ocal nutual aid association, or
any | ocal association, conpany, or
or gani zation."
Revi sed Law
Sec. 887.102. EXEMPT ASSCCI ATION, PERMT. (a) An
association is not required to hold a certificate of authority
under Section 887.101 if the association:

(1) limts its nenbership to

(A) the enployees and the famlies of enpl oyees
of a particular designated firm corporation, or individual; or

(B) borrowers of a federal agency in this state
and nenbers of the borrower's immediate famly who are |iving
with the borrower and are not engaged in nonfarmwork for their
chi ef incone;

(2) has been in existence for at |east five years;

(3) is not operated for profit; and

(4) does not pay conmm ssions.

(b) An association exenpt under this section shall:

(1) nrake annual reports to the departnent, on forns
provi ded for that purpose, show ng the financial condition of the
associ ation, receipts and expenditures of the association, and
any other facts required by the departnment; and




(2) obtain fromthe departnent a permt to engage in
t he business of insurance. (V.T.I.C Art. 14.17 (part).)
Source Law

Art. 14.17. . . . no provision of this
and the preceding Article shall be construed
to apply to associations which limt their
menbership to the enpl oyees and the famlies
of enpl oyees of any particul ar designated
firm corporation, or individual, nor shal
it apply to associations which [imt their
menbership to bona fide borrowers of a
Federal agency in Texas and nmenbers of the
borrower's imediate famly who are |iving
with himand who are not engaged in nonfarm
work for their chief income, and which
associ ation has been in existence for at
| east five (5) years, and which are not
operated for profit and which pay no
conmi ssions to anyone; provided, however,
that all such associations shall make annual
reports to the Departnment of Insurance on
bl anks furni shed for that purpose, show ng
the financial condition, the receipts and
expendi tures, and such other facts as the
Board of Insurance Comm ssioners may require.
No such association shall be permtted to
operate, however, w thout making report to
the Insurance Departnent of the State of
Texas and securing a permt to so
function.

Revi sor's Note

(1) V.T.I.C Article 14.17 refers to
"bona fide" borrowers of a federal agency.
The revised |law omts "bona fide" as
unnecessary because the word does not add to
t he clear neaning of the | aw

(2) V.T.I.C Article 14.17 provides
that an association's permt expires each
year and may be renewed by the Board of
| nsurance Comm ssioners on approval of the
association's financial statenment. The
revised law omts this provision as repeal ed.
Under Section 1, V.T.1.C. Article 1.14,
revised in pertinent part as Section 801. 053,
a certificate of authority is valid until it
i s suspended or revoked. Section 2, Chapter




194, Acts of the 56th Legislature, Regul ar
Session, 1959, anending Article 1.14,

repealed "[a]ll laws and parts of laws in
conflict herewith . . . including .
[Article] 14.17 . . . to the extent that they

require periodic renewal of certificates of
authority.” For purposes of Article 1.14, a
permt issued under Article 14.17 is
equi valent to a certificate of authority.
The omtted | aw reads:

Art. 14.17. . . . Such permt shall be
for the current year or fractional part
t hereof and shall expire on the thirty-first
day of May thereafter and shall be renewed
annual Iy upon the approval of the financial
statenent of the organization by the Board of
| nsurance Comm ssi oners.

Revi sed Law

Sec. 887.103. REFUSAL OF CERTI FI CATE OF AUTHORI TY OR
PERM T. (a) An association may not continue to engage in the
busi ness of insurance in this state if the comm ssioner notifies
the association in witing of the conm ssioner's refusal to issue
a certificate of authority or a permt.

(b) Not later than the 60th day after the date notice is
recei ved under Subsection (a), an association may file suit to
review the comm ssioner's action in accordance with Subchapter D
Chapter 36. (V.T.1.C. Art. 14.06, Subsec. (a).)

Source Law

Art. 14.06. (a) No such corporation
shall continue to operate in this State if
the Board has notified it in witing of the
refusal of the Board to issue it a
certificate and permt. But any such
corporation may within sixty (60) days after
recei ving such notice file a suit to review
the said action of the Board in accordance
with Article 1.04 of this code.

Revi sed Law

Sec. 887.104. REFUSAL OR REMOVAL FOR UNWORTHI NESS OF PUBLI C
TRUST. (a) The departnent may not issue a certificate of
authority to an association if the departnent determ nes that an
of ficer, enployee, or nmenber of the board of directors of the
association is unworthy of the trust or confidence of the public.

(b) On issuance of a certificate of authority to an
associ ation, the comm ssioner shall order the renoval of an




of ficer, enployee, or director of the association if the officer,
enpl oyee, or director is found unworthy of the trust or
confidence of the public.
(c) |If the association does not renove an officer,
enpl oyee, or director as required by an order issued under
Subsection (b), the comm ssioner shall:
(1) revoke the certificate of authority; and
(2) treat the association as insolvent. (V.T.I.C
Art. 14.07.)
Source Law

Art. 14.07. The Board of |nsurance
Comm ssi oners shall not issue to any
association a certificate of authority to do
busi ness in Texas, when it shall find any
of ficer, enployee, or nenber of the board of
directors to be unworthy of the trust or
confidence of the public. After a
certificate has been granted, the Board shal
order the renoval of any officer, enployee,
or director found unworthy of the trust, and
if such officer, enployee, or director be not
removed, the Board shall cancel the
certificate and proceed to deal with the
associ ation as though it were insol vent.

Revisor's Note

V.T.1.C. Article 14.07 states that the
Board of Insurance Conmm ssioners (now the
conmi ssi oner of insurance) "shall cancel" a
certificate of authority in certain
ci rcunstances. The revised | aw substitutes
"revoke" for "cancel" because, in context,

the terns are synonynous, and "revoke" is
nore frequently used. Simlar changes are
made t hroughout this chapter
[ Sections 887.105-887. 150 reserved for expansi on]
SUBCHAPTER D. MEMBERS
Revi sed Law

Sec. 887.151. CLASSES OF MEMBERS. (a) An association's
constitution and bylaws shall state the nunber of nenbers to be
admtted in a class of the association.

(b) An association shall keep the accounts of the classes
nortuary assessnments separate. The association may not use the
funds of a class to pay clains for any other class.

(c) Not later than six nonths after the date a cl ass of
menbers is created, an association nust build the class up to the
requi red nenbership to pay clains in full. Until the required




menbership level is reached, the insurance certificates for the
class may not provide for a benefit greater than $500, unless the
associ ation has sufficient funds to lawfully make the ful
paynment of benefits.
(d) Creation of any new class is subject to advance
approval of the departnment. (V.T.1.C Art. 14.27.)
Source Law

Art. 14.27. The constitution and by-Iaws
of each association shall state the nunber of
menbers to be admtted in a class or group of
t he association. Accounts of the nortuary
assessnents of the several classes shall be
kept separately; and the funds of one group
or class shall not be used to pay clains for
any ot her cl asses.

In the creation of a new group, club, or
cl ass, an association may have six (6) nonths
fromthe date of its creation within which to
build said group, club, or class up to the
requi red nenbership to pay clains in full
provided in the interimthe certificates
provide for no nore than a Five Hundred
($500. 00) Dol lar benefit, unless the
associ ation has funds out of which it may
awful |y make and actually does nake the ful
paynent of benefits in the interim Creation
of any new group shall be subject to advance
approval by the Board of Insurance
Conmi ssi oners.

Revi sor's Note
V.T.1.C. Article 14.27 refers variously
to a "class or group” of nenbers of an
associ ation, a "class" of nmenbers, a "group,
club, or class" of nmenbers, and a "group"” of
menbers. Oher articles in V.T.I.C. Chapter
14 use sone or all of those terns or refer to
a class or "other division of nmenbership.”
In this context, the terns are synonynous.
For consi stency throughout this chapter, the
revised law omts references to a "group,”
"“club,” or "other division" of nmenbers or
substitutes "class" for "group” or "club."
Revi sed Law
Sec. 887.152. QUALI FYI NG MEMBERSHI P | N ASSOCI ATION. (a) An
i ndi vi dual nust qualify under an association's bylaws to becone a
menber of the association.




(b) An association nust maintain the qualifying menbership
at all times. |[If an association fails to maintain the qualifying
menber shi p, the conm ssioner shall treat the association as
insolvent. (V.T.1.C. Art. 14.11.)

Source Law

Art. 14.11. Menbership in the
associ ation shall be confined to persons
qual ified under the provisions of the
by-laws. Such nenbership shall equal the
qual i fyi ng menbership at all times and
failure to maintain such, the association
shall be considered insolvent and dealt with
as hereinafter provided.

Revi sed Law
Sec. 887.153. VOII NG RIGHTS OF MEMBERS. An associ ation
shall permt each menber of the association to vote at any
periodic neeting or special neeting of the nmenbers. (V.T.1.C
Art. 14.04 (part).)

Source Law

Art. 14.04. . . . [The by-laws shall
provide for the periodical neetings of the
menber shi p and for special neetings,] at
whi ch nmeetings all nenbers shall be permtted
to vote.

Revi sed Law
Sec. 887.154. VEMBERSHI P RECORDS. An associ ati on shal
keep:

(1) a conplete and correct roster of the association's
menbers, with proper statistical records for determ ning by age
or sone other nethod the proper cost of insurance;

(2) accurate records of classes of nenberships; and

(3) records of amounts of assessnments paid by each
menber and by each class that show

(A) how the funds are distributed between
nortuary and expense funds for each class; and
(B) the amounts paid out of the funds of the
whol e nenbership or each class in death clains or other benefits.
(V.T.1.C Art. 14.13 (part).)
Source Law

Art. 14.13. Each association shall keep
a conplete and correct roster of its nmenbers
Wi th proper statistical records for the
pur pose of determ ning proper cost of



i nsurance, by ages or otherw se, and shal
keep accurate records of groups, classes or
clubs or other division of nenberships, if
any; and shall keep records to show amounts
paid in on assessnments by each nenber and
each group; and as to groups, nmust show how
the funds are distributed between expense and
nortuary or relief funds, and show ng the
anmounts paid out of the funds of the whole
menber shi p or each group in death clains or
ot her benefits.

Revi sed Law
Sec. 887.155. TRANSFER OF MEMBERSH P OR MERGER OF CLASSES.
(a) Wthout advance approval of the departnent, an association
may not :

(1) transfer any part or class of nmenbership or al
menber ship to anot her associ ation; or

(2) merge classes or transfer a menber from one class
to another in the association.

(b) The departnment nmay grant approval under Subsection (a)

only after the departnent:

(1) conpletely investigates the facts; and

(2) determnes that the proposed nerger or transfer is
to the advantage of the nenbers or classes affected by the nerger
or transfer. (V.T.1.C. Art. 14.13 (part).)

Source Law

Art. 14.13. . . . The associations
subject to this chapter . . . are prohibited
from"transferring"” any part or group of
menbership, or all the nenbership to another
associ ation or from nergi ng groups or
transferring nmenbers fromone group to
anot her in an association w thout the consent
in advance of the Board of I|nsurance
Conmi ssi oners which may be given only after
conplete investigation into the facts and
determ nation that such transfer or nmerger is
to the advantage of nenbers of the
associ ation or groups to be affected.

[ Sections 887.156-887. 200 reserved for expansion]



SUBCHAPTER E. POWERS AND DUTI ES RELATI NG TO | NSURANCE
AND COVERAGES
Revi sed Law
Sec. 887.201. LIMT ON LIFE I NSURANCE. An associ ati on may
not insure an individual life for nore than $5,000. (V.T.1.C
Art. 14.18 (part).)

Source Law

Art. 14.18.

It shall be unlawful for any association
to assune liability on a life insurance risk
on any one |life in an anount in excess of
Fi ve Thousand ($5, 000.00) Dol l ars.

Revi sed Law

Sec. 887.202. STIPULATED PREM UM PLAN;, DEDUCTI ON OF UNPAI D
PREM UM BALANCE. (a) An association may issue an insurance
certificate on a stipulated prem um plan that provides for the
insured to pay regular prem uns weekly, nonthly, quarterly,
sem annual |y, or annually, as determ ned by the insured.

(b) An association may issue an insurance certificate that
provi des that on the maturity of benefits payabl e under the
certificate any balance of premumfor the certificate year
remai ning unpaid is deducted fromthe benefits payable.
(V.T.1.C Art. 14.21 (part).)

Source Law

Art. 14.21. Any insurance conpany or
association |icensed by the Board of
| nsurance Conmm ssioners to operate under this
chapter may issue policies on the stipul ated
or specified prem um plan which allows the
insured the privilege of paying regul ar
prem uns weekly, nmonthly, quarterly,
sem -annual ly, or annually, as he may choose
fromtinme to tine. Such policies may al so
provi de that upon the maturity of benefits
payabl e under the policy or certificate any
bal ance of premumfor the current policy
year remai ning unpaid shall be deducted from
t he benefits payabl e.

Revisor's Note

(1) V.T.I.C Article 14.21 refers to a
"stipulated or specified premumplan." The
revised law omts the reference to a




"specified prem um plan" because "specified
prem um plan” is included within the nmeaning
of the phrase "stipul ated prem um plan."

(2) V.T.I.C Article 14.21 provides
that it applies to "all outstanding
policies.” It is clear that the legislature
i ncluded the provision regardi ng "outstanding
policies" to extend the application of the
article to policies outstanding on the
effective date of the article. The
provi si on, having acconplished its purpose on
the date the article became effective, is
executed law. Therefore, the revised | aw
omts the provision as unnecessary. The
omtted | aw reads:

Art. 14.21. . . . The provisions of
this article shall apply to all outstanding
policies already containing such a provision.

Revi sed Law

Sec. 887.203. | SSUANCE COF LI FE | NSURANCE POLI CY BY CERTAI N
ASSOCI ATIONS. (a) A local mutual aid association or statew de
nmut ual assessnment conpany that has a nortuary fund and expense
fund with a conbi ned val ue of at |east $100,000 greater than the
liabilities of the conbined funds may issue a life insurance
policy in the sane manner as a conpany organi zed under Chapter
841.

(b) An insurance policy issued as provided by Subsection

(a):

(1) may not insure an individual life for nore than
$5, 000;

(2) nust be reserved as required for a conpany
organi zed under Chapter 841; and

(3) may be issued only on an endowrent or limted pay
basis. (V.T.1.C. Art. 14.64.)

Source Law

Art. 14.64. Each local mutual aid
associ ation or statew de nutual assessnent
conpany possessing a nortuary fund and
expense fund conbined in at |east the sum of
$100, 000. 00 above all liabilities of such
conbi ned funds may issue policies of life
i nsurance as authorized and perm tted under
t he provisions of Chapter Three of this
| nsurance Code provided that: (1) no
individual life shall be insured for nore
t han $5, 000. 00, (2) each such policy shall be



reserved as required under the provisions of
Chapter Three of this Insurance Code, and (3)
each such life policy shall be issued only
upon an endowrent or |imted pay basis.

Revi sor's Note

V.T..C. Article 14.64 refers to
policies of life insurance authorized and
permtted under V.T.I.C. Chapter 3 and to the
reserve requirenents of V.T.1.C. Chapter 3.
The portions of Chapter 3 that relate to the
organi zati on of conpani es that are authorized
to wite that type of life insurance and that
are subject to the appropriate reserve
requi renents are revised as Chapter 841. The
revised law is drafted accordingly.

Revi sed Law

Sec. 887.204. RENEWAL OR REI NSTATEMENT OF | NSURANCE
CERTI FI CATE. (a) |If an insurance certificate term nates for any
reason and the association's rules provide that a reinstated
certificate is regarded as a new certificate, an application for
reinstatenent nust state in at |east 10-point type that:

(1) the sanme rules that apply to the original
certificate apply to the reinstated certificate; and

(2) the association may invalidate the certificate
within the contestable period for a false statenent regarding the
applicant's health or physical condition or another matter
material to the risk.

(b) On reinstatenent of an insurance certificate, an
association shall send to the certificate holder by first class
mail a copy of the application for reinstatenent. The burden of
proof is on the association to prove that the association mailed
t he application.

(c) If a renewal insurance certificate is issued after
term nation of an insurance certificate, the association shal
attach to the renewal insurance certificate a copy of the
application for reinstatenent. The application is part of the
renewal insurance certificate.

(d) If an association renews or reinstates an insurance
certificate after term nation of the certificate, the association
shall divide the reinstated nenber's paynents between the funds
in the sane percentage as is required of regular paynents in the
associ ation's bylaws, except that if the period between
term nation and reinstatenment is nine nonths or |onger, the
associ ati on may:

(1) charge a reinstatenent fee not greater than the
menber ship fee; and
(2) place the fee in the expense fund.




(e) A renewal or reinstatenent certificate nmay not be
contestabl e for any cause except nonpaynent of assessnents for a
period | onger than six nmonths fromthe date of renewal or
reinstatenent, except that if the renewal or reinstatenent occurs
within the certificate's original two-year contestable period,
the contestable period nay be extended for six nonths fromthe
date it would have originally expired. (V.T.1.C. Art. 14.19.)

Source Law

Art. 14.19. In case a certificate shal
termnate for any reason, and in case it
shall be a rule of the association that al
reinstated certificates shall be regarded as
new certificates, then the application for
reinstatenent shall carry the statenent in at
| east ten point type that the sanme rules
apply to it as to the original certificate,
and that it can be invalidated within the
contestabl e period for fal se statenents
respecting the health or physical condition
of the applicant, or other matters materi al
to the risk. A true and correct copy of the
application for reinstatenent shall be mailed
by first-class mail to the certificate hol der
upon the reinstatenent of the certificate.

In case of controversy the burden of proof
shall be on the association to prove the copy
of reinstatenent application was nmailed to
the nenber. 1In the event a renewal
certificate is issued, such renewal
certificate shall have a copy of the
application for reinstatenent attached and
made a part thereof.

It is specifically provided, however,
that in case an association shall renew or
reinstate a certificate after term nation
t he paynents by the reinstated nenber shal
be divided between the funds in the sane
percentage as is required of regular paynents
in the particular by-laws, unless nine (9)
nmont hs have el apsed between term nation and
reinstatenent. If nine (9) nonths have
el apsed between term nati on and
reinstatenent, a reinstatenment fee not in
excess of the menbership fee may be charged
and placed in the expense fund. Furthernore,
in case of renewal or reinstatenent, the
renewal or reinstatenent certificate shal



not be contestable for any cause except
nonpaynent of assessnents for |onger than six
(6) nmonths from date thereof, unless the
reinstatenent or renewal is within the
original two (2) year contestable period, in
whi ch case the sane may be extended for six
(6) nmonths fromthe date on which it would
have originally expired.

Revi sor's Note

V.T..C. Article 14.19 refers to a "true
and correct"” copy of an application for
reinstatenent of an insurance certificate.
The revised law omts the quoted | anguage as
unnecessary because "true and correct” is
included within the neaning of "copy." For
exanpl e, the absence of "true and correct”
before "copy" does not inply that one can
make a fraudul ent copy of a docunent required
by statute.

Revi sed Law

Sec. 887.205. LIFE | NSURANCE CERTI FI CATE BENEFI Cl ARI ES. (a)

An associ ation nmay pay death benefits only to:

(1) a nenber's spouse;

(2) a nenber's relative by blood to the fourth degree
or by marriage to the third degree;

(3) a person actually dependent on the nenber;

(4) a creditor, estate, or other person with an
insurable interest; or

(5) a purely charitable or religious institution.

(b) A beneficiary of a life insurance certificate forfeits
the beneficiary's interest in the certificate if the beneficiary
is the principal or an acconplice in wilfully bringing about the
death of the insured. The nearest relative of the insured is
entitled to the proceeds of an insurance certificate forfeited
under this subsection. (V.T.1.C. Art. 14.28.)

Source Law

Art. 14.28. The paynent of death
benefits shall be confined to the wife or
husband of a nmenber, or relatives by blood to
the fourth degrees, or by marriage to the
third degree, or to persons actually
dependent upon the nenber, and creditor,
estate or any one having an insurable
interest or any purely charitable or
religious institution.

The interest of a beneficiary in alife



i nsurance policy or contract heretofore or
hereafter issued shall be forfeited when the
beneficiary is the principal or an acconplice
inwllfully bringing about the death of the
insured. When such is the case the nearest
relative of the insured shall receive said

i nsur ance.

Revi sed Law

Sec. 887.206. PAYMENT OF CLAIM PROOF OF CLAIM (a) An
associ ation shall pay each claimunder an insurance certificate
in full not later than the 60th day after the date of receipt of
due proof of claim

(b) Witten notice of a claimgiven to an association is
consi dered due proof of claimif the association does not provide
the claimant with the fornms usually provided for filing clains
before the 16th day after the date notice is received.

(c) |If an association is unable to pay a valid claimin
full within the time prescribed by Subsection (a), the
conmi ssioner shall treat the association as insolvent. (V.T.1.C
Art. 14.29 (part).)

Source Law

Art. 14.29. . . . It is therefore
required of all associations that all clains
under certificates be paid in full within
sixty (60) days after recei pt of due proof of
cl ai ns.

Witten notice of claimgiven to the
associ ation shall be deenmed due proof in the
event the association fails upon receipt of
notice to furnish the claimant, within
fifteen (15) days, such fornms as are usually
furnished by it for filing clains.

Any associ ati on which shall becone
unable to pay its valid clainms in full within
sixty (60) days after due proofs are
recei ved, shall for the purpose of this
chapter be regarded as insolvent, and dealt
with as is nore fully provided hereinafter.

Revi sed Law
Sec. 887.207. EXCEPTION TO FULL PAYMENT REQUI REMENT:
ASSESSMVENT- AS- NEEDED ASSOCI ATI ONS. (a) Section 887.206 does not
apply to a class organi zed before May 12, 1939, and operating on
the postnortem or assessnent-as-needed plan on that date.
(b) An association with a postnortem or
assessnent - as- needed cl ass to which Subsection (a) applies may




continue to operate on the plan only if:

(1) the class has a sufficient nenbership at the
assessnment rate charged to produce for the nortuary fund at | east
50 percent of the maxi mumvalue of the largest certificate in the
cl ass; and

(2) the association receives the amobunt required by
Subdi vision (1).

(c) |If the nmenbership of a class is sufficient in nunber to
pay nore than 50 percent but |ess than 100 percent of the maxi num
val ue of the largest certificate in the class, an officer of the
associ ation shall print on each assessnent notice the percentage
of the maxi mum val ue of the certificate actually paid on the |ast
claimfor death benefits in the class.

(d) If the amount realized on an assessnent is not
sufficient to pay 50 percent of the maxi num anmount of prom sed
benefits as shown on the certificate, the conm ssioner shal
treat the association as insolvent.

(e) Any benefits paid by an association operating on a
post nortem or assessnent - as- needed basi s are dependent on the
amount realized from assessnents on the nenbership. Each of the
associ ation's insurance certificates nust state:

(1) that any benefits paid are dependent on the anount
realized fromassessnents on the nmenbership; and

(2) the certificate's maxi num paynent.

(f) An association or a class in an association organi zed
after May 12, 1939, may not operate on the postnortem or
assessnent - as-needed plan. (V.T.1.C Arts. 14.02 (part), 14.31.)

Source Law

Art. 14.02. The follow ng ternms when
used in this chapter shall be defined:

"Face of certificate" shall refer
to the maxi mum anmount of prom sed benefits
as shown on the certificate.

Art. 14.31. The provisions of this
chapter requiring the full paynent of clains
shall not apply to any groups, club, or class
previ ously organi zed and now operating on the
post-nortem or assessnent - as- needed plan and
any associ ation having such a group, club, or
class may continue to operate it on said plan
so long as any such group, club, or class has
a sufficient nenbership at the assessnent
rate charged to produce, and so long as it
does produce, for the nortuary or relief fund



at least fifty (50% per cent of the maximum
val ue of the largest policy in said group,
club, or class. |In the event the nenbership
of any group, club, or class is only
sufficient in nunber to pay between fifty
(50% per cent and one hundred (100% per
cent of the maxi mumvalue, it shall be the
duty of the officer of said association to
have printed on each assessnent notice the
per cent age of the maxi num val ue of the
certificate actually paid on the |ast death
claimin said group, club, or class.
Provided further, that no association and no
group, club, or class in any association
shall hereafter be organized to operate on
t he post-nortem or assessnent-as-needed pl an.
| f on any assessnent the anount realized
is not sufficient to pay fifty (50% per cent
of the face of the certificate, the
associ ation shall be deened insol vent and
dealt with as hereinafter provided.
The benefits to be paid by such
associ ation shall be dependent upon the
amount realized from assessnents upon the
menber ship, and the certificates issued shal
so provide; and the certificates shall also
state the maxi numto be paid.

Revi sor's Note

V.T.1.C. Article 14.31 refers to a cl ass
"previously organi zed and now operating"” on
t he postnortem or assessnent-as-needed pl an.
The quoted | anguage can only be read as
meani ng "organi zed and operating before the
effective date of this Act." Article 14.31
al so provides that an associ ation may not
"hereafter” operate on the postnortem or
assessnent - as- needed plan. The revised | aw
substitutes "organi zed before May 12, 1939,
and operating . . . on that date" for
"previously organi zed and now operating" and
substitutes "after May 12, 1939," for
"hereafter” for the reason stated in
Revisor's Note (2) to Section 887.054.
Article 14. 31 was enacted by the sane act
that enacted Article 14.08, and the
di scussion in the revisor's note relating to
Article 14.08 applies equally to Article




14. 31.
Revi sed Law

Sec. 887.208. CONTESTED CLAIMS. (a) An association may not
contest a claim

(1) only for delay or for a captious or
i nconsequential reason; or
(2) to force settlenent at less than full paynent.

(b) An association shall notify a claimant of the
association's intent to deny liability on a claimnot |ater than
the 60th day after the date the association receives due proof of
claim

(c) An association that does not notify a claimnt as
provi ded by Subsection (b) is presunmed as a matter of |law to have
accepted liability on the claim

(d) The comm ssioner shall revoke the certificate of
authority of any association the comm ssioner finds is operating
fraudulently or inproperly contesting clains.

(e) An association shall report to the departnment the costs
of contests in the annual statenent under Section 887.060. The
report nust be verified by an officer of the association.
(V.T.1.C. Art. 14.30 (part).)

Source Law

Art. 14.30. . . . clainms may not be
contested for delay only or for captious or
i nconsequential reasons, or to force
settlement at |less than full paynent.
Therefore, if liability is to be denied on
any claim the association is hereby required
to notify the claimant within sixty (60) days
after due proofs are received that the claim
will not be paid, and failing to do so, it
will be presunmed as a matter of |aw that
liability has been accept ed.

The Board shall cancel the certificate
of authority of any association found to be
operating fraudulently or inproperly
contesting its clains.

Reports regarding the costs of contests
nmust be nmade under oath of an officer of the
associ ation, with the annual report of al
associ ations to the Board.

Revisor's Note

V.T.1.C. Article 14.30 provides that an
associ ation may contest clainms "for valid
reasons” but may not contest a claimfor
delay or for certain other reasons. The




revised law omts the quoted | anguage as

unnecessary because prohibiting an

associ ation fromcontesting a claimfor

certain reasons does not inply that the

associ ation may not otherw se contest a claim

for a valid reason. The omtted |aw reads:
Art. 14.30. . . . It shall not be

unl awful for an association to contest clains

for valid reasons; but

Revi sed Law
Sec. 887.209. VENUE. An action brought against an
associ ation that grows out of or is based on any right of claim
or |l oss or proceeds due, arising fromor predicated on any claim
for benefits under an insurance certificate issued by the
associ ation, may be brought in:
(1) the county where the certificate hol der or
beneficiary instituting the action resides; or
(2) the county of the principal office of the
association. (V.T.1.C. Art. 14.35.)
Source Law

Art. 14.35. In all actions brought
agai nst corporations operating under and
subject to this chapter grow ng out of or
based upon any right of claimor |oss or
proceeds due, arising fromor predicated upon
any claimfor benefits under any policy or
contract of insurance issued by such
corporation, venue shall lie in the county
where the policyhol der or beneficiary
instituting such suit resides or in the
county of the principal office of such
cor porati on.

Revisor's Note
V.T.1.C. Article 14.35 refers to "any
policy or contract of insurance." The

revi sed | aw substitutes "insurance
certificate” for "policy or contract of
i nsurance" because V.T.1.C Article 14.02,
revised as Section 887.001, defines
"insurance certificate" as including "any
i nsurance policy or contract of insurance.”
Revi sed Law
Sec. 887.210. REINSURANCE. (a) An association may enter
into a reinsurance agreenment with a | egal reserve conpany that:
(1) is authorized to wite life, health, and acci dent




insurance in this state; and
(2) has capital or surplus of at |east $100, 000.

(b) A reinsurance agreenment under this section is subject
to the comm ssioner's approval.

(c) An association nmay not pay nore out fromits nortuary
fund for reinsurance under this section than is received at the
time of reinsurance by the nortuary fund on the insurance
certificates or nmenbers reinsured. (V.T.1.C. Art. 14.62 (part).)

Source Law

Art. 14.62. Conpanies and associ ati ons
operating under the provisions of this Act
may enter into reinsurance contracts or
agreenents with | egal reserve conpanies
authorized to wite life, health, and
accident insurance in this State with capital
or surplus of at |east One Hundred Thousand
Dol | ars ($100,000), and . . . . Provided,

t hat such reinsurance contracts or agreenents
shall be subject to the approval of the Board
of Insurance Comm ssioners of Texas, and that
no conpany or association shall pay nore out
of its nmortuary or claimfund for such
reinsurance than is currently received by the
nortuary or claimfund on the policies or
menbers reinsured.

Revisor's Note

(1) V.T.I.C Article 14.62 refers to
"“contracts or agreenents." The reference to
"contracts" is omtted fromthe revised | aw
because "contract” is included within the
meani ng of "agreenent.”

(2) V.T.I.C Article 14.62 requires the
Board of Insurance Conm ssioners to issue
instructions on reinsurance agreenents under
that article "[wjithin thirty (30) days from
the effective date of this Act." The revised
law omts that provision as obsol ete.

Article 14.62 was derived from Chapter 144,
Acts of the 52nd Legi sl ature, Regul ar
Session, 1951. The effective date of that
act was Septenber 7, 1951. The omitted | aw

r eads:

Art. 14.62. . . . Wthin thirty (30)
days fromthe effective date of this Act, the
Board of Insurance Conm ssioners shall issue

instructions outlining the conditions under



whi ch such contracts or agreenents will be
approved.

[ Sections 887.211-887. 250 reserved for expansion]

SUBCHAPTER F. CONTENTS OF APPLI CATI ONS
AND | NSURANCE CERTI FI CATES
Revi sed Law
Sec. 887.251. GENERAL REQUI REMENTS FOR | NSURANCE CERTI FI CATE

AND APPLI CATI ON FORMS; | NCONTESTABI LI TY. (a) An insurance
certificate issued by an association nust i nclude:

(1) any condition of the certificate, including any
portion of the bylaws of the association that affects the
i nsurance rights of the parties in any material way; and

(2) a statement that the certificate is issued subject

to:

(A) the association's constitution and byl aws;
and

(B) any amendnents to the constitution and byl aws
approved by the comm ssi oner.

(b) An insurance certificate nust provide that a
certificate in force for two years becones incontestable, except
for nonpaynent of dues or assessnents, on the second anniversary
of the date of issuance, if the insured does not die before that
dat e.

(c) An insurance certificate issued by an association or an
application for the certificate may not contain |anguage or be in
a formthat m sleads the certificate holder or applicant about
t he kind of insurance provided under the certificate. (V.T.I.C
Arts. 14.04 (part), 14.18 (part), 14.22.)

Source Law

Art. 14.04. . . . Al policies issued by
a corporation under this chapter shal
provide that said policy is subject to the
by-l1aws of the corporation and all future
amendnent s thereto.

Art. 14.18.

Al'l conditions of the certificate nust
be stated thereon, including such portions of
the by-laws of the association as nmay affect
t he insurance rights of the parties in any
material way; and . . . . Each certificate
nmust provide that it shall be incontestable,
after having been in force during the
l[ifetime of the insured for a period of two
years from date of issue, except for



non- paynent of dues or assessnents. . . . No
certificate issued by such associ ation, nor
any application for the certificate shal
contain | anguage or be in such formas to

m sl ead the applicant or the policyhol der as
to the type of insurance afforded.

Art. 14.22. Certificates issued by an
associ ation shall state that said certificate
is issued subject to all the ternms of the
constitution and by-laws of the association
then in force and as the sanme m ght
thereafter be anended and that said
certificate shall be governed by such by-Iaws
and constitutional provisions that the Board
of Insurance Commi ssioners shall theretofore
and thereafter approve.

Revi sed Law
Sec. 887.252. APPLI CATI ON FOR | NSURANCE CERTI FI CATE. (a)
An application for an insurance certificate issued by an
associ ation nust be signed by the applicant. |If the applicant is
a mnor, the application nmay be signed by a parent or guardi an.

(b) The application for an insurance certificate that
provides that a msstatenment relating to the applicant's health
or physical condition may void the certificate within the
contestabl e period nust state that provision in | anguage approved
by the conm ssioner. The statenment nust be in at |east 10-point
t ype.

(c) An association shall attach to an insurance certificate
a copy of the application for the certificate. The application
is part of the insurance certificate.

(d) In the absence of fraud, each statenent in an
application for an insurance certificate is regarded as a
representation and not a warranty. (V.T.1.C. Art. 14.18 (part).)

Source Law

Art. 14.18.

An application for each certificate nust
be signed by the applicant, unless the
applicant is a mnor, in which event the
application may be signed by a parent or
guardi an; and a copy thereof nust be attached
to and nmade part of such certificate. |If the
certificate is to provide that m sstatenent
as to the health or physical condition of the
applicant may void the policy within the



contestabl e period, the application shall so
state in not less than ten point type in

| anguage acceptable to the Board. Al
statenments in the application shall in the
absence of fraud be regarded as
representations and not warranti es.

Revi sed Law

Sec. 887.253. LIFE I NSURANCE CERTI FI CATE FORMS. (a) Alife
i nsurance certificate issued by an association nust include:

(1) on the front page of the certificate, a definitive
statenment of the amount of the death benefit to be paid; and

(2) a plain statenent of the circunstances or
condi ti ons under which the benefit is to be paid.

(b) Alife insurance certificate nust provide that if the
age of the insured is msstated, the anount of insurance is the
anount that the prem um paid woul d have purchased if the age had
been stated correctly, based on rates in effect when the insured
dies. (V.T.1.C. Art. 14.18 (part).)

Source Law

Art. 14.18. Every policy or certificate
of insurance issued by an associ ation shal
state definitely on the front page the anmount
of death benefit to be paid, and the
ci rcunst ances or conditions under which it
shall be paid shall be plainly stated in the
policy. . . . It shall also provide that in
case the age of the insured is msstated, the
anount of insurance shall be that which the
prem um actual ly paid woul d purchase at the
correct age, based on rates in force at the
time of the death of the insured.

Revisor's Note
V.T.1.C. Article 14.18 refers to a
"policy or certificate of insurance.” The
reference to "policy” is omtted fromthe
revised law for the reason stated in the
revisor's note to Section 887.209.
Revi sed Law
Sec. 887.254. HEALTH AND ACCI DENT | NSURANCE CERTI FI CATE
FORMS. An insurance certificate issued by an associ ati on nust
include a plain statenent of each health, accident, or other
benefit under the certificate and the terns under which each
benefit is paid. (V.T.1.C. Art. 14.18 (part).)




Source Law

Art. 14.18. . . . Every health
accident or other benefit shall be plainly
stated in the policy, and the ternms and
condi tions under which they shall be paid
shal |l be stated plainly in the policy.

Revisor's Note
V.T.1.C. Article 14.18 refers to the
"ternms and conditions" of insurance
certificates. The reference to "conditions”
is omtted fromthe revised | aw because
"conditions"” is included within the neaning
of "terms."
Revi sed Law
Sec. 887.255. LIFE I NSURANCE BENEFI T REDUCTI ONS AND
EXCLUSI ONS. (a) An association may, with the comm ssioner's
approval, issue an insurance certificate that provides for:
(1) reduced benefits if the insured:
(A) dies or is injured while engaged in:
(i) mlitary, naval, or aerial service or
aerial flight during peace or war; or
(1i1) a hazardous occupation specified in the

certificate;
(B) dies by the insured' s own hand, regardless of
whet her the insured was sane or insane; or
(C dies or is injured by nob violence or |egal
execution; or
(2) reduced or excluded benefits for sickness from
certain causes specified in the certificate.

(b) The front page of an insurance certificate nust cal
attention to any reduction or exclusion of benefits provided by
the certificate. The circunstances or conditions under which the
reduction or exclusion applies nust be stated plainly in the
certificate.

(c) If an insurance certificate that provides natural death
benefits contains a provision for reducing the greatest death
benefit provided by the certificate for a specified insured for a
reason other than a reason specified by Subsection (a):

(1) the reduced death benefit for the insured nust at
all times when the reduction is in effect equal or exceed 120
percent of the total premiumpaid on that certificate by the
i nsured; and
(2) the reduction nmust end before the fifth
anni versary of the date the certificate is issued.
(d) Subsection (c) does not apply to a life insurance



certificate on which the reduction of the death benefit does not
apply at the tinme of the death of the specified insured.

(e) If alife insurance certificate provides for an
increase of the initial anmpbunt of the death benefit for a
specified insured one or nore times during the first five years
of the certificate, the anobunt of the death benefit for the
insured nust at all times during the period of the increasing
benefit equal at |east 120 percent of the prem uns paid on that
certificate by the insured during the period of the increase.

(f) Subsection (e) does not apply to a life insurance
certificate that has been in force for nore than five years from
the date the certificate was issued.

(g) Subsections (c)-(f) do not apply to a famly group life
i nsurance certificate described by Section 887.402.

(h) This section does not apply to health and acci dent
i nsurance policies. (V.T.1.C Art. 14.20 (part).)

Source Law

Art. 14.20

Sec. 1. Any conpany or association
I icensed and operating under this chapter,
may with the approval of the State Board of
| nsurance i ssue policies providing for
reduced benefits when death or injury occurs
while the insured is engaged in mlitary,
naval , aerial service, or aerial flight in
time of peace or war; or in case of death of
t he nenber by his own hand whil e sane or
i nsane; or while engaged in certain hazardous
occupations to be naned in the policy; or if
death or injury is caused by nmob viol ence or
| egal execution; or reduce or exclude
benefits for sickness fromcertain naned
causes. Attention shall be called on the
front page of the policy to any reduction or
excl usion of benefits provided herein, and
t he circunstances or conditions under which
reduction or exclusion of benefits are
applicable shall be plainly stated in the
policy.

Sec. 2. In the event a policy providing
natural death benefits shall contain a
provi sion for reduction (other than for the
speci fic reductions enunerated and aut hori zed
by Section 1 of this Article 14.20) of the
hi ghest or ultimate death benefit stated in
such policy for a specified insured, such
reduced death benefit for such specified



insured shall at all tinmes during the period
of time such reduction in death benefit is in
effect equal at |east 120 percent of the
total prem umthen paid upon such policy by
such specified insured; the period of any
such reduced benefit (other than as
enuner at ed and aut hori zed by Section 1 of
this Article 14.20) shall not exceed five
years fromissue date. This Section 2 of
this Article 14.20 shall not be applicabl e,
however, to any policy of life insurance upon
whi ch the reduction of the death benefit is
not applicable at the tinme of the death of
such specified insured.

Sec. 3. In the event a policy of life
i nsurance shall provide, during any of the
first five years of such policy, for an
increase in the death benefit whereby the
initial anmount of the death benefit for a
speci fied insured shall be increased one or
nore times during such five-year period, such
amount of death benefit for any such
specified insured shall at all tinmes during
the period or periods of such increasing
benefit equal at |east 120 percent of the
prem uns paid on such policy by such
specified insured during the period of such
increase. This Section 3 of this Article
14. 20 shall not be applicable, however, to
any policy of life insurance after it has
been in force for nore than five years from
the policy issue date.

Sec. 4. The provisions of Section 2 and
Section 3 of this Article 14.20 shall not be
applicable to famly group life policies as
the term"famly group life policies" is
defined in Section 2(a)(2) of Article 14.15
of this Insurance Code.

Sec. 5. The provisions of this Article
14. 20 shall not apply to health and acci dent
pol i ci es.

Revi sor's Note
Section 1, V.T.1.C. Article 14. 20,
provi des that Section 1 applies to "al
out st andi ng policies already containing"
certain provisions. It is clear that the
| egi sl ature included the provision regarding




887. 256.

"out standi ng policies" to extend the
application of the article to policies

out standing on the effective date of the
article. The provision, having acconplished
its purpose on the date the article becane
effective, is executed law. Therefore, the
revised law omts the provision as
unnecessary. The omtted | aw reads:

Sec. 1. . . . The provisions of this
Section 1 of this Article 14.20 shall apply
to all outstanding policies already
containing such limtations.

Revi sed Law
FORM APPROVAL. (a) The conm ssioner shall

approve the formand | anguage of an insurance certificate before
the certificate is used by an association. The conm ssioner

in cooperation wth the several associations, ensure that
the certificate fornms are as uniformas feasible. Forns for al

associ ati ons are not

required to be uniform

An insurance certificate formused by an associ ation
1939, nmust conply with this chapter and with any
other laws regulating the association. (V.T.1.C. Art. 14.18

(part).)

Source Law

Art. 14.18.

Every certificate issued nust be
approved by the Board as to form and | anguage
before it is used by an association. It is
not mandatory that these forns be uniformfor
all associations, but the Board is directed
to bring about as great uniformty as is
feasible as early as practicable by
cooperation with the several associations.
Al'l certificate forns hereafter used nust be
in accord with the provisions of this chapter
and with all other |laws regulating such
associ ations as are enbraced in this chapter.

Revisor's Note

V.T.1.C. Article 14.18 provides that
certificate fornms "hereafter used"” nust
conply with that article and other |aws
regul ati ng associ ati ons. The quoted | anguage
can only be read as neaning "certificate
forms used after the effective date of this
Act." The revised | aw substitutes "after My




12, 1939," for "hereafter” for the reason
stated in Revisor's Note (2) to Section
887.054. Article 14.18 was enacted by the
sanme act that enacted Article 14.08, and the
di scussion in the revisor's note relating to
Article 14.08 applies equally to Article
14. 18.
[ Sections 887.257-887.300 reserved for expansion]
SUBCHAPTER G ASSESSMENTS AND REVENUE
Revi sed Law
Sec. 887.301. ASSESSMENTS REQUI RED. (a) An association
shall levy regular and periodic assessnents on its nmenbership in
amounts and at intervals necessary to:
(1) neet the reasonabl e operating expenses of the
associ ation; and
(2) allowthe association to pay in full any clains
arising under its insurance certificates.
(b) An association nmay al so | evy an assessnent for surplus
f unds.
(c) An association shall specify the purpose of an
assessnent .
(d) An assessnent on a life insurance certificate issued
after May 21, 1965, insuring the life of one or nore individuals
nmust be:

(1) in accordance with the reserve standard adopted by
t he associ ation and approved by the comm ssioner, except that an
associ ation may use the 1956 Chanberl ain Reserve Table with
interest not to exceed 3-1/2 percent a year; and

(2) in an amount sufficient to deposit in the nortuary
fund an anount at | east equal to the renewal net prem uns
conputed in accordance with the reserve standard adopted by the
associ ation and approved by the conm ssioner. (V.T.1.C
Art. 14.23, Sec. 1; Art. 14.24 (part).)

Source Law

Art. 14.23
Sec. 1. (a) Each company or associ ation
shal |l levy regular and periodical assessnents

by whatever nane they may be called. These
assessnents nust be in such anpbunts and at
such proper intervals as will neet the
reasonabl e operati ng expenses of the conpany
or association and pay in full the clains
arising under its certificates.

(b) Al premuns or assessnents upon
policies hereafter issued insuring the life
of one or nore persons shall be in accordance
with the reserve table standards adopted by



t he conpany or association and approved by
the State Board of |nsurance, except that any
conpany or association is hereby authorized
to use the 1956 Chanberlain Reserve Tabl e
with interest not to exceed 3 1/2% per annum
and shall be in an anpbunt so as to deposit in
the nortuary or claimfund an anpbunt at | east
equal to the renewal net prem uns cal cul ated
in accordance with the reserve standard
adopted by such conpany or association and
approved by the State Board of Insurance.

Art. 14.24. . . . Assessnents shall be
made upon the nenbership to neet benefit
clainms and for surplus funds and for
expenses. Calls for assessnents nust specify
t he purpose for which nmade.

Revisor's Note

(1) Section 1, V.T.I.C Article 14.23,
refers to "assessnents by whatever nane they
may be called" and to "prem uns or
assessnments.” The revised | aw substitutes
"assessnents” for those and simlar
references throughout this chapter because
Section 887.001(1) of the revised | aw defines
"assessment” to include "premum"”

(2) Section 1(b), V.T.1.C Article
14. 23, refers to assessnents on "policies

hereafter issued.” The quoted | anguage can
only be read as neaning "policies issued
after the effective date of this Act." That

provi sion was added to Article 14.23 by
amendnents to that article nade by Chapter
234, Acts of the 59th Legislature, Regular
Session, 1965. That act took effect My 21,
1965. The revised | aw substitutes "after My
21, 1965," for "hereafter."”
Revi sed Law
Sec. 887.302. AUTHORI TY TO | NCREASE ASSESSMENT RATES ON
CERTAI N | NSURANCE CERTI FI CATES. (a) An association's board of
directors may by resolution increase assessnent rates on life
i nsurance certificates in force up to the rate on an attai ned age
basis in accordance with the 1956 Chanberl ain Reserve Table, with
interest at 3-1/2 percent a year, or any other reasonabl e,
equi tabl e, or necessary increase. The board may al so adj ust
assessnent rates on accident, health, and hospitalization
i nsurance certificates in force.




(b) An assessnent rate increase or adjustnent under this
section on insurance certificates in force applies to all classes
of the same or simlar certificates. (V.T.1.C Art. 14.23, Sec.
4.)

Source Law

Sec. 4. The Board of Directors of each
conpany or association by resol ution may
increase rates on life policies in force up
to the rate on an attained age basis in
accordance with the 1956 Chanberl ain Reserve
Table, wth interest at 3 1/2% per annum or
any ot her reasonabl e, equitable or necessary
i ncrease, and may |i kew se adjust rates on
heal t h, accident, sickness and
hospitalization policies in force. Any
increase rate or rate adjustnent on policies
in force shall apply to all classes of the
same or simlar policies.

Revisor's Note
Section 4, V.T.1.C. Article 14. 23,
refers to "health, accident, sickness and
hospitalization" insurance policies. The
revised law substitutes "accident, health,
and hospitalization insurance" for the quoted
| anguage because the terns are substantively
i dentical and "accident, health, and
hospitalization insurance" is nore conmonly
used in this revision.
Revi sed Law
Sec. 887.303. APPROVAL REQUI RED FOR CERTAI N RATE | NCREASES.
An association may not inplenent a rate increase on insurance
certificates in force before the comm ssioner approves the rate
increase as conplying with this chapter. (V.T.I.C Art. 14.15,
Sec. 9; Art. 14.23, Sec. 5.)
Source Law

[Art. 14.15]

Sec. 9. Whenever rates shall be
i ncreased subsequent to date of issue of a
policy, such increase shall not be placed in
effect until first approved by the State
Board of Insurance as provided in Article
14. 23 of this Chapter 14.

[Art. 14.23]
Sec. 5. Any increase in rates on



policies in force shall not be placed in
effect without the advance approval of the
State Board of Insurance approving the sane
as being in conpliance with the provisions of
this Chapter.

Revi sed Law
Sec. 887.304. LIMT ON RATE I NCREASES. Notw t hst andi ng any

ot her provision of this chapter, on a life insurance certificate
i ssued after May 21, 1965, an association may not during any
consecutive five-year period increase the rate to nore than
double the rate charged the insured at the tine of the rate
increase. (V.T.1.C. Art. 14.25, Sec. 7.)

Source Law

Sec. 7. Any other provision of this
Chapter 14 of this Insurance Code, as
anmended, notw thstanding, rates on life
policies issued after the effective date of
this Act may not be increased during any
consecutive five-year period nore than double
the rate than charged such insured at the
time of such rate increase.

Revi sor's Note

Section 7, V.T.1.C. Article 14. 25,
applies to life insurance policies "issued
after the effective date of this Act."
Section 7 was added to Article 14.25 by
Chapter 234, Acts of the 59th Legislature,
Regul ar Session, 1965; that act took effect
May 21, 1965. The revised | aw substitutes
that date for "the effective date of this
Act . "

Revi sed Law

Sec. 887.305. EXPENSE LOADI NG ON CERTAI N | NSURANCE
CERTI FI CATES. |f an association increases a life insurance
assessnment rate at any age other than at age of issue, the
expense | oadi ng on the new assessnments may not, on 50 years of
age or greater, exceed 25 percent of the gross assessnent
charged, unless an additional expense |oading is approved by the
conmi ssi oner as reasonable and necessary. (V.T.1.C. Art. 14.25,
Sec. 1 (part).)

Source Law

Sec. 1. .
(a) . . . \Wenever any life
premumrate is increased in accordance with



the provisions of this Chapter at any age

ot her than at age of issue, the expense

| oadi ng on the new prem uns shall not, upon
all ages fifty and above, exceed twenty-five
per cent (25% of such gross prem um charged,
unl ess an additional expense loading is
approved by the State Board of |nsurance as
bei ng reasonabl e and necessary.

Revi sed Law

Sec. 887.306. ASSESSMENT- AS- NEEDED ASSOCI ATI ONS: PAYMENTS
ON CERTAI N | NSURANCE CERTI FI CATES. (a) This section applies only
to an associati on operating on an assessnent-as-needed basi s.

(b) If the nenbers' paynments on insurance certificates
issued and in force before May 12, 1939, or on the reinsurance or
renewal s of those certificates, are not sufficient to pay matured
death and disability clains in the maxi mum anmount stated in the
certificates and to provide for the creation and mai nt enance of
the funds required by the association's bylaws, the association
may, with the conm ssioner's approval and after proper hearing
before the comm ssioner, provide for neeting the deficiency by
additional, increased, or extra rates of paynent.

(c) The association may give the nenbers the option of
agreeing to reduced maxi mum benefits or nmaking increased
paynents. (V.T.1.C Art. 14.32.)

Source Law

Art. 14.32. If the paynents of the
menbers of any association comng within the
scope of this chapter on certificates issued
and in force when this code takes effect, or
t he reinsurance or renewals of such
certificates, shall prove insufficient to pay
mat ured death and disability clainms in the
maxi mum anount stated in such policies or
certificates, and to provide for the creation
and mai ntenance of the funds required by its
by-1 aws, such association may with the
approval of the Board of Insurance
Conmi ssioners and after proper hearing before
sai d Board provide for nmeeting such
deficiency by additional, increased, or extra
rates of payment. The nenbers may be given
the option of agreeing to reduced maxi mum
benefits, or of making increased paynents.



Sec. 887.307.

Revi sor's Note

(1) V.T.1.C Article 14.32 provides
that, if the paynments by the nmenbers of an
associ ation are not sufficient to pay clains
and to provide for the creation and
mai nt enance of funds required by the
associ ation's byl aws, the association may
provi de for neeting the deficiency by
additional, increased, or extra rates of
paynent. Except as to assessnent-as-needed
associ ations, that provision was inpliedy
repealed. Article 14.32 was enacted by
Chapter 491, Acts of the 52nd Legi sl ature,
Regul ar Session, 1951. Article 14.15, as
anended by Chapter 234, Acts of the 59th
Legi sl ature, Regul ar Session, 1965, requires
an association to maintain certain reserves
for the payment of clains; Section 7 of that
article provides that if an association does
not have the required reserves, the
associ ation shall increase rates on insurance
certificates to correct the deficiency.
Section 2, Article 14.15, provides that the
reserve requirenments do not apply to
assessnent - as- needed associ ations. The later
amendnent of Article 14.15 inpliedly repeal ed
the requirenents of Article 14.32 as applied
to associ ati ons other than
assessnent - as- needed associ ations. For
clarity, the revised | aw provides that it
applies only to assessnent - as- needed
associ ati ons.

(2) V.T.I.C Article 14.32 provides
that it applies to insurance certificates
"issued and in force when this code takes
effect.” The revised | aw substitutes "My
12, 1939," for "when this code takes effect”
for the reason stated in Revisor's Note (2)
to Section 887.054. Article 14.32 was
enacted by the sanme act that enacted Article
14.08, and the discussion in the revisor's
note relating to Article 14.08 applies
equally to Article 14. 32.

Revi sed Law
REVENUE OF ASSCCI ATION; DEPCSIT. (a) The

revenue of an associ ation nust be derived from
(1) menbership fees; and
(2) assessnents.



(b) Not later than the fifth day after the date an
associ ation collects revenue, the association shall deposit the
revenue in a state or national bank. (V.T.1.C. Art. 14.24
(part).)
Source Law

Art. 14.24. The funds of the association
shall be derived from nenbership fees and
assessnents. . . . Al funds collected that
bel ong to the association shall be deposited
within five (5) days in a state or nationa
bank.

Revi sed Law
Sec. 887.308. SUSPENSI ON OF MEMBER FOR NONPAYMENT. Before
suspendi ng a nmenber from nmenbership for nonpaynent of assessnents
or nmenbership fees, an association shall send notice to the
menber by first class nmail stating the final date of paynent.
(V.T.1.C. Art. 14.24 (part).)
Source Law

Art. 14.24. . . . Before suspending any
menber from menbership it shall be necessary
for the association to mail a notice, by
first-class mail, to the nmenber, which notice
shall state the final date of paynent.

Revi sor's Note
V.T.1.C. Article 14.24 requires an
association to send a nenber a notice stating
"the final date of paynent"” before suspending
t he menber from nmenbership. The portion of
Article 14.24 that precedes this requirenent
provi des that an association's revenues are
derived from nenbership fees and assessnents.
(That portion is revised as Section 887.307.)
Thus, in context, the "final date of paynent”
revised in this section may only be read as
referring to paynent of an assessnent or
menbership fee. The revised law clarifies
that it applies to suspension of a nenber for
nonpaynent of assessnents or nenbership fees.
Revi sed Law
Sec. 887.309. FAILURE TO COVMPLY W TH CERTAI N COW SSI ONER

ORDERS. |f an association refuses to conply with an order of the

conmi ssioner regarding rates or assessnents under this chapter

t he conm ssioner shall treat the association as insolvent.

(V.T.1.C. Art. 14.23, Sec. 3.)




Source Law

Sec. 3. When any conpany or associ ation
shall refuse to conply with the order of the
State Board of Insurance respecting rates or
assessnments as in this Chapter authorized, it
shall be treated as insol vent.

[ Sections 887.310-887.350 reserved for expansion]
SUBCHAPTER H.  MORTUARY AND EXPENSE FUNDS
Revi sed Law
Sec. 887.351. MORTUARY AND EXPENSE FUNDS. An association's

byl aws nust provide for the method and procedure for allocating
assessnents between the association's nortuary and expense funds.
(V.T.1.C. Art. 14.25, Sec. 3.)

Source Law

Sec. 3. Each conpany or association
shall provide in its bylaws for the nethod
and procedure for the allocation of prem uns
to be made between the nortuary and expense
f unds.

Revi sed Law
Sec. 887.352. LIMTS ON USE OF FUNDS. An associ ati on may
spend or invest noney froma nortuary fund or expense fund only
as provided for each fund by this subchapter. (V.T.1.C
Art. 14.25, Sec. 5.)

Source Law

Sec. 5. Each conpany or association
nortuary fund and expense fund shall be
expended only in the manner as is provided
for each fund in Subparagraph (a) of Section
1 of Article 14.25 of this Chapter of this
| nsurance Code and invested only as provided
in Section 4 of Article 14.25 of this Chapter
of this Insurance Code.

Revi sed Law
Sec. 887.353. DIVISION OF FUNDS: CERTAI N LI FE | NSURANCE
CERTI FI CATES. (a) This section applies to a life insurance
certificate insuring the life of one or nore individuals issued:
(1) after Decenber 31, 1965; or
(2) Dbefore Decenber 31, 1965, and on which the
assessnment rate has been increased based on an age ot her than age
on the date the certificate was issued.
(b) To the extent consistent with this subchapter, an




associ ation shall divide collected assessnents into at |east two
f unds.

(c) An association shall deposit in a nortuary fund a
portion of the association's assessnents at |east equal to the
renewal net prem um conputed at the age of issue or sone other
advanced age in accordance with the reserve standard adopted by
the association. The association nmay pay fromthe nortuary fund
only:

(1) fund clains under insurance certificates;

(2) dividends to certificate hol ders as provided by
Section 887.064; and

(3) any other expenditures permtted by |aw.

(d) An association shall deposit in an expense fund the
remai ni ng portion of the assessnments not deposited under
Subsection (c). The association nmay pay expenses fromthe
expense fund.

(e) This section does not apply to an association operating
on an assessnent-as-needed basis. (V.T.1.C Art. 14.25, Sec. 1
(part).)

Source Law

Art. 14.25

Sec. 1. The provisions of this Section 1
shall apply to all conpanies or associations
regul ated by the provisions of this Chapter,
except conpani es or associati ons operating
upon an assessnent - as- needed basi s.

(a) Assessnents or prem uns upon

(i) policies issued after Decenber 31, 1965,
insuring the life of one or nore persons, and
(ii) policies insuring the life of one or
nore persons issued prior to Decenber 31,
1965, and upon which the rate has been
i ncreased based upon an age ot her than age at
date of issue, when collected shall be
divided into at least two funds. One of
t hese shall be the nortuary or relief fund,
by whatever nane it nay be called in the
di fferent conpanies or associations, and from
whi ch fund cl ainms under certificates shall be
pai d, and nothing el se, except: (1)
di vidends to policyhol ders when paid in
accordance with this Chapter, . . . (3) other
expenditures permtted by |law, and the other
fund shall be the expense fund from which
expenses may be paid. As applies to all such
policies, as defined in (i) and (ii) of this
subpar agraph and insuring the life of one or



nore persons, an anount at |east equal to the
renewal net premum calculated at the age of
i ssue or sone other advanced age in
accordance with the reserve standard adopted
by such conpany or association, shall be
placed in the nortuary fund. All other
portions of the prem uns may be placed in the
expense fund.

Revi sor's Note

Section 1, V.T.1.C. Article 14. 25,
refers to a "nortuary or relief fund, by
what ever nane it nmay be called in the
di fferent conpanies or associations.” O her
provisions in V.T.I.C. Chapter 14 refer to a
"mortuary or claimfund.” Throughout this
chapter, the revised | aw substitutes
"mortuary fund" for the quoted |anguage
because "nortuary fund" is the defined term
under Section 887.001 of the revised | aw

Revi sed Law

Sec. 887.354. DIVISION OF FUNDS: ACCI DENT AND HEALTH
| NSURANCE CERTI FI CATES AND CERTAI N LI FE | NSURANCE CERTI FI CATES.
(a) This section applies to:

(1) alife insurance certificate in force on Decenber
31, 1965, to which Section 887.353 does not apply; and

(2) an accident, health, or hospitalization insurance
certificate.

(b) An association shall deposit in a nortuary fund an
anount equal to at |east 60 percent of the association's
assessnents, not including nenbership fees.

(c) An association shall deposit in an expense fund:

(1) menbership fees; and
(2) the remaining portion of the assessnments not
deposi ted under Subsection (b).

(d) This section does not apply to an association operating

on an assessnent-as-needed basis. (V.T.1.C Art. 14.25, Sec. 1

(part).)

Source Law

Sec. 1. The provisions of this Section 1
shal |l apply to all conpani es or associations
regul ated by the provisions of this Chapter,
except conpani es or associati ons operating
upon an assessnent - as- needed basi s.

(b) Premuns or assessnments upon
all policies in force on Decenber 31, 1965,



except as in Subparagraph (a) of this
Section 1 provided, and upon all health,

acci dent, sickness and hospitalization
policies shall be divided so that at | east
sixty per cent (60% of such prem um

excl usive of the nmenbership fee, shall be
placed in the nortuary fund of the conpany or
associ ation. The nenbership fee and the
remai ni ng portion of the prem um may be

pl aced in the expense fund.

Revi sed Law
Sec. 887.355. DIVISION OF FUNDS: CERTAI N LI FE | NSURANCE
CERTI FI CATES W TH NO RATE I NCREASE. (a) This section applies to
a life insurance certificate in force on Decenber 31, 1965, on
whi ch the assessnent rate has not been increased.
(b) An association may:

(1) deposit in a nortuary fund at |east the net
renewal prem um based on the reserve table adopted by the
associ ation; and

(2) deposit in an expense fund the remaining portion
of the prem um

(c) This section does not apply to an association operating
on an assessnent-as-needed basis. (V.T.1.C Art. 14.25, Sec. 1

(part).)

Source Law

Sec. 1. The provisions of this Section 1
shal |l apply to all conpani es or associations
regul ated by the provisions of this Chapter,
except conpani es or associati ons operating
upon an assessnent - as- needed basi s.

(b) . . . Asto policies in force
on Decenber 31, 1965, insuring the life of
one or nore persons and upon which a rate
i ncrease has not been acconplished, any
conpany or association may at its election
di vide the prem unms on such life policies so
as to place at |east the net renewal prem um
based upon the reserve table adopted by it,
inits nortuary fund and pl ace the remaining
portion of said premumin its expense fund.

Revi sed Law
Sec. 887.356. DIVISION OF FUNDS: ASSESSMENT- AS- NEEDED
ASSCOCI ATIONS. (a) An associ ation operating on an
assessnent - as- needed basis shall divide collected assessnents




into at |east:
(1) a nortuary fund; and
(2) an expense fund.

(b) An association under this section shall deposit into a
nortuary fund an anount equal to at |east 60 percent of the
associ ation's assessnents, not including nenbership fees.
(V.T.1.C. Art. 14.25, Sec. 2.)

Source Law

Sec. 2. The provision of this Section 2
shall apply to all conpanies or associations
operating upon an assessnent - as- needed basi s.

(a) Assessnents when coll ected
shall be divided into at | east two funds.
One of these shall be the nortuary or relief
fund, by whatever nane it may be called in
the different associations; and the other
fund shall be the expense fund. At |east
sixty per cent (60% of assessnents collected
except the nmenbership fee, nust be placed in
the nortuary or relief fund.

Revi sed Law

Sec. 887.357. [INVESTMENT COF FUNDS. (a) An association may
i nvest noney froma nortuary fund only in securities and
investnments that are a legal investnment for the reserve funds of
a donestic |ife, accident, and health insurance conpany operating
under Chapter 841.

(b) An association nmay invest noney from an expense fund
only in securities and investnents that are a | egal investnent
for the surplus funds of a donestic |life, accident, and health
i nsurance conpany operating under Chapter 841.

(c) An association may invest surplus funds belonging to
the association only in securities that are a | egal investnent
for the surplus funds of a donestic |ife, accident, and health
i nsurance conpany operating under Chapter 841. (V.T.I1.C
Art. 14.25, Sec. 4; Art. 14.26.)

Source Law

[Art. 14.25]

Sec. 4. The nortuary fund may be
invested only in such securities and
investnments as are a legal investnent for the
reserve funds of a donestic life, health and
acci dent insurance conpany regul ated by the
provi sions of Chapter 3 of this Insurance
Code, as anended, and the expense fund may be
invested in any securities and investnents as



Sec. 887. 358.

are legal investnments for the surplus funds
of a domestic life, health and acci dent

i nsurance conpany regul ated by the provisions
of Chapter 3 of this Insurance Code, as
anmended.

Art. 14.26. Any surplus funds on hand
bel onging to any such associ ati on nust be
invested, if at all, in such securities as
the funds of stock life, health and acci dent
i nsurance conpani es may be invested in.

Revi sor's Note

(1) Section 4, V.T.I.C. Article 14. 25,
refers to "Chapter 3 of this Insurance Code."
The rel evant portions of Chapter 3 relating
to the organi zation of donmestic |life, health
and acci dent insurance conpanies are revised
in Chapter 841. The revised lawis drafted
accordingly.

(2) V.T.I.C Article 14.26 refers to
"stock life, health and acci dent insurance
conpani es.” Those conpani es are organi zed
under the portions of V.T.1.C Chapter 3
revised in Chapter 841. For consistency, the
revised law refers to a donmestic life,
accident, and health insurance conpany
organi zed under Chapter 841.

Revi sed Law
PAYMENT OF TAXES ON MORTUARY FUND | NCOME. An

association may pay froma nortuary fund any taxes that are

assessed agai nst

t he associ ati on.

Art.

14.53.)

income on the fund and required to be paid by
(V.T.1.C. Art. 14.25, Sec. 1 (part);

Source Law

[Art. 14.25]
Sec. 1. . . .
(a) . . . [One of these shall be

the nortuary or relief fund, by whatever nane
it my be called in the different conpanies
or associations, and] fromwhich fund [clains
under certificates shall be paid, and nothing
el se,] except: . . . (2) incone taxes, if
any, which may be due by reason of the incone
to or operation of said fund, and .

Art. 14.53. Any conpany or associ ation



operating under the provisions of this
chapter, may pay fromthe nortuary or relief
funds by whatever nane it may be called any
taxes that may be assessed agai nst or
required to be paid by the conpany or
associ ati on because of incone to such funds.

Revi sed Law
Sec. 887.359. PAYMENT OF REI NSURANCE PREM UM An
associ ation may pay froma nortuary fund the premuns for any
rei nsurance under Section 887.210. (V.T.1.C Art. 14.62 (part).)
Source Law

Art. 14.62. Conpanies and associ ati ons
may . . . pay the premiuns for such
rei nsurance out of the nortuary or claim
f unds.

Revi sed Law
Sec. 887.360. COST OF DEFENDI NG CONTESTED CLAI M5. An

associ ation authorized to wite accident, health, or
hospitalization insurance may pay the reasonabl e costs of
defending a contested claimon an accident, health, or
hospitalization insurance certificate fromthe nortuary fund of
the association if:

(1) the expenditure is approved by the conm ssioner;

and
(2) the association has the reserves required by
Subchapter 1. (V.T.1.C Art. 14.25, Sec. 6.)
Source Law

Sec. 6. The reasonabl e costs of
defendi ng contested cl ai ns on heal th,
acci dent, sickness or hospitalization
policies only may be paid fromthe nortuary
or claimfund of any conpany or association
aut horized to wite health, accident,
si ckness or hospitalization insurance,
provided: (a) each such expenditure for
t hat purpose is approved by the State Board
of Insurance, and (b) such conpany or
associ ation possess the required reserves as
provided in this Chapter 14 but |ess any
perm ssive deficiency reserve.

Revisor's Note
Section 6, V.T.1.C. Article 14. 25,
provi des that an association nmay pay the




costs of defending contested clainms fromits
nortuary or claimfund if the association
possesses the required reserves "l ess any
perm ssive deficiency reserve." Throughout
this chapter, the revised law omts
references to a perm ssive deficiency reserve
because the provisions of Article 14.15
relating to perm ssive deficiency reserves
have been omtted as executed. See the
revisor's note at the end of Subchapter |
[ Sections 887.361-887.400 reserved for expansion]
SUBCHAPTER |I. RESERVES
Revi sed Law
Sec. 887.401. RESERVES ON | NDI VI DUAL LI FE | NSURANCE
CERTI FI CATES. (a) An association shall reserve an individual
life insurance certificate insuring one or nore persons at
i ndi vi dual prem uns for each person as provided by this section.
(b) An association shall maintain reserves on each of its
individual life insurance certificates in accordance with the
reserve standard adopted by the association and approved by the
conmi ssioner. The standard nust provide reserves that in the
aggregate are at |least equal to the reserve anounts conputed
using the 1956 Chanberlain Reserve Table with interest not to
exceed 3-1/2 percent a year. An association may use the 1956
Chanber | ain Reserve Table with interest not to exceed 3-1/2
percent a year. (V.T.1.C. Art. 14.15, Sec. 2 (part).)
Source Law

Sec. 2. . . .

(a)(1) Each individual life policy
i nsuring one or nore persons at individual
prem unms for each such person shall be
reserved and each conpany or association
regul ated by the provisions of this Chapter
shal | maintain reserves on such individua
life policies in accordance with any reserve
st andar ds adopted by such conpany or
associ ation and approved by the State Board
of I nsurance, provided such reserves are at
| east equal in the aggregate to reserves
based on the 1956 Chanberl ain Reserve Table
with interest not to exceed three and one
hal f per cent (3 1/2% per annum Any
conpany or association is hereby authorized
to use the 1956 Chanberlain Reserve Tabl e
with interest not to exceed three and one
hal f per cent (3 1/2% per annum



Revi sed Law

Sec. 887.402. RESERVES ON FAM LY GROUP LI FE | NSURANCE
CERTI FI CATES. (a) An association shall reserve a famly group
life insurance certificate on which the association charges a
group premiumthat is not reduced on the death of an insured as
provi ded by this section.

(b) An association shall maintain reserves on each of its
famly group life insurance certificates using one of the
fol |l ow ng net hods:

(1) the reserves nust be equal to the reserves that
woul d be required under Section 887.401 on individual life
i nsurance certificates on the lives of the two oldest living
menbers of the famly group, with the anmount of insurance for
t hose two nenbers determ ned assumng that the elder of the two
will die first;

(2) the reserves nust be equal to the reserves
requi red under Section 887.401 on individual life insurance
certificates on the lives of the living nenbers of the famly
group, with the amount of insurance for each nenber of the famly
group determ ned assum ng that each nenber will die first; or

(3) any other table or method of conputing reserves
approved i n advance by the comm ssioner.

(c) An association may select the nmethod to be used to
conpute the reserves under Subsection (b). (V.T.1.C Art. 14.15,
Sec. 2 (part).)

Source Law

Sec. 2. .
(a)

(2) Famly group life
policies upon which a group premumis
charged, and which premumis not reduced
upon the death of any insured, shall be
reserved and each conpany or association
shall maintain reserves on such famly group
policies in any one of the follow ng nethods
of calculation as may be sel ected by such
conmpany or associ ation:

(i) The reserves shal
be equal to the reserves which woul d be
required in accordance with the provisions of
this Article on individual life policies on
the lives of the then living two ol dest
menbers of each such fam |y group; the
amount of insurance for such two nenbers
shall be based on the assunption that the
el der of such two nenbers will be the first
to die; or



(ii1) The reserves shal
be equal to the reserves which woul d be
required, in accordance with the provisions
of this Article, on individual life policies,
on the lives of the then |iving nenbers of
such famly group; the anmount of insurance
for each such nmenber of the famly group
shall be based on the assunption that each
such nmenber will be the first to die; or

(iti) Any table or any
met hod of cal culating reserves as shall be
approved in advance by the State Board of
| nsur ance.

Revi sed Law

Sec. 887.403. |SSUE YEAR AND | SSUE AGE | N CERTAI N | NSURANCE
CERTI FI CATES. (a) |In this section, "gross prem unf neans the
renewal net prem um plus any expense | oadi ng designated by the
association or as otherwi se regulated by this chapter.

(b) For an individual or famly group life insurance
certificate in force on Decenber 31, 1965, or an individual or
famly group life insurance certificate with a rate increase
effective after Decenber 31, 1965, the reserves may be conputed
as if:

(1) the issue year is the |ast cal endar year that the
gross prem um conputed using the reserve table and interest rate
adopted by the association at the insured's age in that cal endar
year is equal to or less than the premumrate charged by the
association on the reserved certificate; and

(2) the issue age is the insured' s age in the cal endar
year under Subdivision (1). (V.T.1.C Art. 14.15, Sec. 2
(part).)

Source Law

Sec. 2. .
(a)

(3) As is applicable to al
life policies (individual and famly group)
in force on Decenber 31, 1965, or upon which
arate increase is effected after Decenber
31, 1965, life reserves (individual and
famly group) nmay be determ ned as foll ows:

(1) the issue year
shal |l be the | ast cal endar year for which the
gross premumon the reserve table and
interest rate adopted by the conpany or
association at the attained age in that



cal endar year is equal to or less than the

prem umrate charged by the conpany or

associ ation on such policy so reserved, and
(ii) the issue age

shall be the attained age in the cal endar

year just defined.

Gross prem um as herein used
shall nean the renewal net prem um plus such
expense | oadi ng as shall be designated by the
conpany or association or as shall otherw se
be regul ated by the provisions of this
Chapter 14.

Revi sed Law
Sec. 887.404. RESERVES ON ACCI DENT, HEALTH, AND

HOSPI TALI ZATI ON | NSURANCE CERTI FI CATES. An associ ati on shal
mai ntai n reserves on each of its accident, health, and
hospitalization insurance certificates in the manner required of
a conpany authorized to issue that type of coverage under Chapter
841. (V.T.1.C Art. 14.15, Sec. 2 (part).)

Source Law

Sec. 2. . . .

(b) Al health, accident,
hospitalization and sickness insurance shal
be reserved by the conpany or association and
such conpany or association shall maintain
reserves on such insurance in the sane manner
as is required by a conmpany witing such
coverage under the provisions of Chapter 22
of this Insurance Code, as anended.

Revi sor's Note

Section 2, V.T.1.C. Article 14. 15,
requi res an association to maintain reserves
on health, accident, hospitalization, and
si ckness insurance policies "in the sanme
manner as is required by a conpany witing
such coverage under the provisions of Chapter
22 of this Insurance Code, as anended.™
Section 2, V.T.1.C. Article 22.11, revised in
part as Section 884.452, provides that a
conpany nust maintain reserves on health
accident, and sickness policies "in the sane
manner as is required by the conpanies
witing such coverage under the provisions of
Chapter 3 of the Insurance Code of Texas."




The provisions of Chapter 3 relating to
donmesti c accident and health insurance
conpani es that are subject to the appropriate
reserve requirenments are revised in Chapter
841. For the reader's convenience, the
revised | aw substitutes a reference to
Chapter 841, the revision of Chapter 3, for
the reference to Chapter 22.
Revi sed Law
Sec. 887.405. COWUTATI ON OF RESERVE LI ABILITY. (a) Each
year, an association shall conpute its reserve liability on al
out standi ng i nsurance certificates.
(b) To nmake the conputation, an associ ation:

(1) shall use the net prem umbasis in accordance with
the reserve table and interest rate adopted by the association
and approved by the comm ssioner; and

(2) may use group nethods and approxi mate averages for
fractions of a year.

(c) The reserve liability nmay be conputed on not nore than
a one-year prelimnary term

(d) As soon as practical each year, the comm ssioner shal
conpute or cause to be conputed the reserve liability of each
associ ation. To nmake the conmputation, the conm ssioner may use
group net hods and approxi mate averages for fractions of a year.
(V.T.1.C. Art. 14.15, Secs. 2 (part), 3.)

Source Law

Sec. 2. In the manner as in this Article
is hereinafter provided, each conpany or
associ ation regul ated by the provisions of
this Chapter, . . . shall in each year,
commenci ng as of Decenber 31, 1965, conpute
or cause to be conputed its reserve liability
on all outstanding and in force policies of
i nsurance. | n making such conputation each
conpany or association is authorized to use
group net hods and approxi mate averages for
fractions of a year or otherwi se. Such
reserve liability shall be conputed upon the
net prem um basis in accordance with the
reserve table and interest rate adopted by
such conpany or association and approved by
the State Board of |nsurance and such reserve
liability may be cal cul ated on not nore than
a one year prelimnary termbasis with
al l omance for the perm ssive deficiency
reserve provided for in this Chapter 14.

Such reserves shall be cal cul ated and



deternmi ned as foll ows:

Sec. 3. The State Board of Insurance, as
soon as practical, in each year, shal
conpute or cause to be conputed the reserve
l[iability of each conpany or association
regul ated by the provisions of this Chapter
14. In making such conmputation the said
Board may use group nethods and approxi mate
averages for fractions of a year or
ot herw se

Revi sor's Note

(1) Section 2, V.T.I.C. Article 14.15,
requires an association to conpute its
reserve liability, "commencing as of Decenber
31, 1965." The revised law omts the
reference to a commencenent date as executed.

(2) Section 2, V.T.I.C. Article 14.15,
refers to "outstanding and in force policies

of insurance." The reference to "in force"
is omtted fromthe revised | aw because, in
this context, "in force" is included within

t he neani ng of "outstanding."
Revi sed Law

Sec. 887.406. |INCREASE OF RESERVES. (a) |If an association
does not have in its nortuary fund the reserves required by this
subchapter, the association's board of directors by appropriate
action shall increase assessnment rates on insurance certificates
in force by advancing the age of each insured fromthe age at the
date the certificate is issued or fromthe age previously
advanced or otherw se equitably or reasonably adjust assessnent
rates to correct the reserve inadequacy. The board shall take
that action not later than the 30th day after the date the
reserves are conputed.

(b) An association nmay nmake an assessnent rate adjustnent
under Subsection (a) at any tinme if it appears that a reserve
i nadequacy wi Il exist as of Decenber 31 of the year in which the
rate adjustnment is made.

(c) The conm ssioner shall order an association to conply
with this chapter

(d) If the board of directors does not conply with
Subsection (a), the comm ssioner shall treat the association as
insolvent. (V.T.I.C. Art. 14.15, Sec. 7; Art. 14.23, Sec. 2.)

Source Law

[Art. 14.15]
Sec. 7. In the event any conpany or



association at any future tinme does not
possess in its nortuary fund the required
reserves, |less any perm ssive deficiency
reserve, the Board of Directors of the
conpany or association shall by appropriate
action increase rates on policies in force by
charging a prem um based upon the advancenent
of ages of such insureds fromage at issue
date or such ages so previously advanced, or
by any other equitable or reasonable rate

adj ustnment so as to correct such reserve

i nadequacy. Such rate adjustnent may be nade
at any time, and fromtine to tine, provided
it shall be apparent that such reserve

i nadequacy wi |l exist as of Decenber 31st of
the year in which such rate adjustnent is
made, and any such rate adjustnment or

readj ustment so nade shall be deened and
consi dered as an assessnent upon said
policies. In the event of the failure of the
Board of Directors of the conpany or
association to so act in adjusting rates
within thirty (30) days follow ng the

cal cul ation of reserves as of the dates in
this Chapter provided, the conpany or

associ ation shall be dealt with in accordance
with this Chapter as if it were insolvent.

[Art. 14.23]

Sec. 2. Wien, or if, in the course of
operation the ampunt of the nortuary fund of
t he conpany or association is not equal to or
in excess of the required reserves under the
reserve standard adopted by the conpany or
associ ation and approved by the State Board
of Insurance on such policies, but |ess any
perm ssive deficiency reserve, the anmount of
the prem uns shall be increased in the manner
as prescribed in this Chapter 14 until such
rates are adequate to elimnate the
i nadequacy of the required reserve, |ess any
perm ssive deficiency reserve, and the State
Board of Insurance shall so order

Revi sed Law
Sec. 887.407. NONAPPLI CABI LI TY TO ASSESSMENT- AS- NEEDED
ASSCCI ATI ONS. Thi s subchapter does not apply to an associ ation
operating on an assessnent-as-needed basis. (V.T.1.C Art. 14.15,




Sec.

2 (part).)

Source Law

Sec. 2. [In the manner as in this
Article is hereinafter provided, each conpany
or associ ation regul ated by the provisions of
this Chapter,] except assessnent-as-needed
associ ations or conpanies, [shall in each
year, commenci ng as of Decenber 31, 1965,
conpute or cause to be conputed its reserve
l[iability on all outstanding and in force
pol i cies of insurance.]

Revi sor's Note
(End of Subchapter)

Sections 4, 5, and 6, V.T.1.C. Article
14. 15, prescribe procedures related to a
perm ssive deficiency reserve and require an
association to begin conplying with those
sections not later than July 1, 1966, and to
conpl etely reduce any perm ssive deficiency
reserve not |ater than Decenber 31, 1983. An
associ ation that does not reduce its reserve
as required by those sections is treated as
insolvent. The revised law omts those
provi sions as obsolete. The omtted | aw
reads:

Sec. 4. (a) As of Decenber 31, 1965,
each such conpany or association regul ated by
t he provisions of this Chapter shall so
cal cul ate the ampbunt of the required reserves
as afore provided in this Article, and shal
al so determ ne the anobunt of the net assets
(net assets being the gross anount of such
nortuary fund assets at such date, but |ess
any liabilities of said fund, exclusive of
reserves) of its nortuary or claimfund, or
by whatever nane said fund may be desi gnated.
In the event the net assets of the nortuary
fund are insufficient to equal the anmount of
the required reserves as in this Article
provi ded, the difference shall be designated
and carried as a perm ssive deficiency
reserve

(b) In the event any conpany or
associ ation shall, as of Decenber 31, 1965,
possess a perm ssive deficiency reserve, it



shall not later than July 1, 1966: (1) file
an application with the State Board of
| nsurance seeking approval of a rate increase
wher eby such rate increase shall be
acconpl i shed by charging a prem um based upon
t he advancenent of ages of such insureds,
fromage at issue date, or such ages so
previ ously advanced, in order to totally
el i mnate such perm ssive deficiency reserve
or to partially elimnate such perm ssive
deficiency reserve in connection with a plan
to cure such perm ssive deficiency reserve,;
or (2) file an application with the State
Board of Insurance for approval of a plan
wher eby such perm ssive deficiency reserve
will be elimnated over a period of tinme not
to exceed eighteen (18) years. Such plan
shal | reasonably denonstrate the antici pated
ability of the conpany or association to
correct such perm ssive deficiency reserve
during such period of tinme. Such plan may
i ncl ude any reasonabl e nethod, procedure or
financial arrangenent in order to acconplish
t he required reduction of the perm ssive
deficiency reserve over such period of
ei ghteen (18) years. Provided said plan is
found to reasonably denonstrate the ability
of the company or association during such
period of time to elimnate such perm ssive
deficiency reserve, then such perm ssive
deficiency reserve shall be allowed w thout
creating the insolvency of the conmpany or
associ ation, but the conpany or association
shall reduce said perm ssive deficiency
reserve so determned by at |east 1/18th
t hereof during each cal endar year thereafter,
commenci ng as of Decenber 31, 1966, so that
as of Decenber 31, 1983, the perm ssive
deficiency reserve will be fully paid and
satisfied, provided, however, that such
required reduction in the perm ssive
deficiency reserve shall never exceed the
cunmul ati ve aggregate amount of 1/18th per
annum

In the event that such plan be not
finally approved, such conpany or association
shall increase rates as provided in Section
4, Paragraph (b)(1) of this Article.



(c) Each conpany or association may, in
addition to, or in conmbination with, or in
lieu of, such rate adjustnment or
readj ustnments of rates as in this Chapter
provi ded, offer each insured a proportionate
reduction in the anount of insurance, or sone
| esser reduction, provided such plan is
agreed to by the individual insured or the
controller of said policy.

(d) Any decision nade by the State
Board of Insurance as to approval or
di sapproval of the plan for curing such
perm ssive deficiency reserve shall be
subject to judicial reviewin accordance with
Article 21.44 of Sub-Chapter F of Chapter 21
of this Insurance Code.

Sec. 5. (a) Any conpany or association
using an approved plan to cure its perm ssive
deficiency reserve, but possessing as of
Decenber 31, 1965, a perm ssive deficiency
reserve equal to or in excess of 50%of its
required reserve so determned to exist as of
such date, shall, by July 1, 1966, furnish to
the State Board of Insurance an affidavit
executed by its President, Vice President or
Secretary, certifying that at |east the
renewal net prem um based upon: (1) the
table of rates and reserves adopted by the
conpany or association; and (2) the age of
each insured at date fromwhich reserves are
calcul ated, is being deposited to the
conpany's or association's nortuary or claim
fund upon each in force life policy or life
policy in conmbination wth other type
benefits. In the event such conpany or
associ ati on cannot so furnish such affidavit,
sai d conpany or association shall: (1)
forthwith alter the division of prem uns
bet ween the nortuary and expense funds so
that such renewal net prem um so cal cul ated
at age from which reserves are cal cul ated on
each such policy is placed in the conpany's
or association's nortuary fund; or (2)
forthwith apply to the State Board of
| nsurance for approval of a rate increase
whereby the rate charged on each such policy
will thereafter contribute to the nortuary
fund at | east the renewal net prem um so



det erm ned under such table at age from which
reserves are cal cul at ed.

(b) Any conpany or association using an
approved plan to cure its perm ssive
deficiency reserve, but possessing as of
Decenber 31, 1965, a perm ssive deficiency
reserve of less than 50% of its required
reserve so determned to exist as of such
date, shall, by July 1, 1966, furnish to the
State Board of Insurance an affidavit
executed by its President, Vice President or
Secretary, certifying that in the aggregate
prem uns deposited to the nortuary or claim
fund equal or exceed at |east the aggregate
amount of the renewal net prem uns on al
policies in force on Decenber 31, 1965, based
upon (1) the table of rates and reserves
adopted by the conpany or association, and
(2) the age of each insured at date from
whi ch reserves are calculated. |In the event
such conpany or association cannot so furnish
such affidavit, said conpany or associ ation
shall: (1) forthwith: (i) alter the
di vision of prem uns between the nortuary and
expense funds so that such renewal net
premumin the aggregate on all policies in
force on Decenber 31, 1965, so cal cul ated at
age fromwhich reserves are determ ned on
each policy in force is placed in the
conpany's or association's nortuary fund, and
(ii) provide in its bylaws that annually
thereafter in each cal endar year an anount,
fromthe prem uns collected, in the aggregate
equal to the renewal net prem umon al
policies in force on Decenber 31st of each
such year will be deposited to the conpany's
or association's nortuary fund; or (2)
forthwith apply to the State Board of
| nsurance for approval of a rate increase
whereby the rate charged on each such policy
will thereafter contribute to the nortuary
fund at | east the renewal net prem um so
det erm ned under such table at age from which
reserves are cal cul at ed.

Sec. 6. In the event any annual required
reduction of the perm ssive deficiency
reserve is not acconplished as of Decenber
31st of each year involved, the Board of



Directors of the conmpany or associ ation shal
by appropriate action increase rates by
charging a prem um based upon the advancenent
of ages of such insureds from age at issue
date or such ages so previously advanced, or
by any other equitable or reasonable rate
adjustnment, so as to correct the failure to
make the required reduction of the perm ssive
deficiency reserve. 1In the event of the
failure of the Board of Directors of the
conpany or association to so act within
thirty (30) days follow ng such cal cul ati on
of its reserves, the conpany or association
shall be dealt with in accordance with this
Chapter as if it were insolvent. 1In like
manner if it shall be apparent at any tine
during any cal endar year that the annual
required reduction of the perm ssive
deficiency reserve cannot be acconplished as
of Decenber 31st of each or any year, the
Board of Directors of the conpany or

associ ation may by appropriate action

i ncrease rates by charging a prem um based
upon the advancenent of ages of such insureds
fromage at issue date or such ages so

previ ously advanced, or by any ot her

equi tabl e or reasonable rate adjustnent so as
to correct the failure to acconplish such
annual required reduction of the permssive
deficiency reserve on all or any part of the
perm ssive deficiency reserve. Any such rate
adj ust ment or readjustnment shall be deened
and consi dered as assessnents upon said
pol i ci es.

[ Sections 887.408-887.450 reserved for expansion]
CONVERSI ON TO LEGAL RESERVE | NSURANCE COVPANY

SUBCHAPTER J.

887. 451.

Revi sed Law
AUTHORI ZATI ON TO CONVERT OR RElI NSURE. Subj ect

to the requirements of this subchapter, an association may
convert or reinsure itself to a |l egal reserve insurance conpany
operating under Chapter 882. (V.T.1.C. Art. 14.61, Sec. 1(a)

(part).)

Source Law

Art. 14.61
Sec. 1. (a) Any donestic |local nutua
aid association; statewide life, or life,



heal th and acci dent associ ati on; nutual
assessnent life, health and acci dent

associ ation; burial association; or any
other simlar concern, by whatsoever nane or
cl ass desi gnated, whether specifically naned
herein or not, organized and operating under
the laws of the State of Texas, may convert
or reinsure itself into a |egal reserve

i nsurance conpany operating under the

provi sions of Chapter 11 of this code, or

Revi sor's Note

(1) Section 1(a), V.T.1.C Article
14.61, refers to a "domestic |ocal nutual aid
associ ation; statewide life, or life, health
and acci dent association; nutual assessnent
life, health and acci dent associ ation;
burial association; or any other simlar
concern, by whatsoever nane or class
desi gnat ed, whether specifically named herein
or not." The revised | aw substitutes
"association" for the quoted | anguage because
"association” is the termdefined by V.T.I.C
Article 14.02, which is revised in part as
Section 887.001, and because V.T.1.C Article
14.01, which is revised in part as Section
887.003, provides that this chapter applies
to the listed entities.

(2) Section 1(a), V.T.1.C Article
14. 61, provides that an association may "be
reinsured by any | egal reserve insurance
conpany operating under the provisions of
Chapter 3 of this code by conformng to the
provisions of this article.”" The revised |aw
omts that provision as repealed by the
enactment of Article 14.62, which is revised
in part as Section 887.210. Article 14.61
was enacted by Chapter 491, Acts of the 52nd
Legi sl ature, Regul ar Session, 1951, and was
derived fromArticle 5068-3, Vernon's Texas
Cvil Statutes. Article 5068-3 was enacted by
Chapter 353, Acts of the 48th Legislature,
Regul ar Session, 1943. V.T.1.C Article
14. 62 was enacted by Chapter 144, Acts of the
52nd Legi sl ature, Regul ar Session, 1951, as
an anendnent to Article 5068-1, and
designated as part of the Insurance Code




pursuant to HC R 179, Acts of the 52nd
Legi sl ature, Regular Session, 1951. Article
14. 62 provides that an associ ation may enter
into a reinsurance agreenent with | egal
reserve conpani es that neet certain criteria;
it also provides that the reinsurance
agreenent nust be approved by the Board of

| nsurance Comm ssioners. Section 2, Chapter
144, Acts of the 52nd Legi sl ature, Regul ar

Session, 1951, provides that "[a]ll laws or
parts of laws in conflict herewith are hereby
repeal ed.” Thus, the | ater enactnent of

Article 14.62 repeal ed the provisions of
Article 14.61 relating to reinsurance of an
associ ation by a | egal reserve conpany. The
omtted | aw reads:

Art. 14.61. . . . be reinsured by any
| egal reserve insurance conpany operating
under the provisions of Chapter 3 of this
code by conforming to the provisions of this
article.

Revi sed Law
Sec. 887.452. PROPOSAL FOR CONVERSI ON OR RElI NSURANCE. An

associ ation's board of directors may determ ne by majority vote
to submt a proposed conversion or reinsurance under Section
887.451 to the nenbers of the association. Before the proposed
conversion or reinsurance may be submitted to the nenbers, the
board nust prepare detailed plans for the conversion or
rei nsurance and submt the plans to the comm ssioner. (V.T.1.C
Art. 14.61, Sec. 1(a) (part).)

Source Law

(a) . . . Wen it shall be determ ned
by a majority vote of the Board of Directors
of any such association to submt the
proposed change to the nenbers of the
associ ation, said board of directors shal
prepare in detail plans for making such
change, and such plans shall be submtted to
the Board of |nsurance Conmm ssioners.

Revi sed Law
Sec. 887.453. MEMBERS MEETING NOTICE. (a) On receipt of
the conm ssioner's witten approval of proposed plans under
Section 887.452 or of the plans as anended to neet the
conmmi ssioner's requirenents in accordance with Chapter 882, an
associ ation's board of directors or an officer of the association




authorized by its bylaws to call a neeting of its nenbers shall:
(1) <call a neeting of the association's nmenbers for
voting on ratification of the proposed conversion or reinsurance;
and
(2) mil to each nenber of the association:
(A) a copy of the proposed pl ans; and
(B) a notice of the neeting.

(b) The neeting may not be held before the 16th day after
the date the notice is mail ed under Subsection (a)(2). (V.T.1.C
Art. 14.61, Secs. 1(a) (part), (b) (part).)

Source Law

(a) . . . Upon receipt of such Board's
witten approval of such plans, or of such
pl ans anended to neet the requirenments of
such Board in accordance with the provisions
of said chapters, said board of directors or
such officer of such association as may be
authorized by its by-laws to call a neeting
of its menbers, shall mail to each nmenber a
copy of the proposed plans and shall encl ose
wi th each copy of such plans a notice of a
nmeeting of said nenbers to be held not
earlier than fifteen (15) days after the date
of mailing of such notice.

(b) Such neeting shall be held for the
purpose of ratification or rejection of the
proposed change, and .

Revi sed Law

Sec. 887.454. MEMBERS MEETI NG PROCEDURES. (a) In a
neeting called under Section 887.453, a nmenber may vote in
person, by proxy, or by mail.

(b) Al votes nmust be cast by ballot. A mpjority vote of
the nmenbers participating in the election is required to ratify
t he conversion or reinsurance.

(c) The person presiding at the neeting shall supervise and
direct the procedure of the neeting and appoi nt an adequate
nunber of inspectors to conduct the voting.

(d) Under rules adopted by the comm ssioner, the inspectors
may determ ne all questions concerning the qualifications of the
voters and the verification, canvassing, and validity of the
ball ots. The inspectors shall certify the result of the election
to the comm ssioner and to the association. (V.T.I.C
Art. 14.61, Sec. 1(b) (part).)

Source Law

(b) [Such neeting shall be held for the



purpose of ratification or rejection of the
proposed change, and] the nmenbers may vote in
person, by proxy, or by mail; provided that
all votes shall be cast by ballot, and the
Chai rman of the neeting shall supervise and
direct the nmethod of procedure of said
nmeeti ng and appoi nt an adequat e nunber of

i nspectors to conduct the voting at said
neeting, who shall have power to determ ne
all questions concerning the verification of
the ballots, the ascertai nnent of the
validity thereof, the qualifications of the
voters, and the canvass of the vote, and who
shall certify to the Chairman of the Board of
| nsurance Conm ssioners and to the
association the result thereof, under such
rul es and regul ations as shall be prescribed
by the Board of Insurance Conm ssioners. A
majority vote cast shall be sufficient for
ratification of said change.

Revi sed Law
Sec. 887.455. COVPLETI ON AND LEGAL EFFECT OF CONVERSI ON OR
REI NSURANCE. (a) An association's conversion or reinsurance is
conpl ete when the associ ati on has:
(1) conplied with all laws regulating the
i ncorporation of a nutual |egal reserve insurance conpany; and
(2) received fromthe conm ssioner its charter and
certificate of authority to engage in business as a nutual
i nsurance conpany.
(b) An association that converts or reinsures to a nutual
| egal reserve insurance conpany:
(1) 1is considered by law to have each right,
privilege, power, or authority of any other nutual |egal reserve

conpany;

(2) is considered by law to be a continuation of the
busi ness of the association; and
(3) succeeds to and is invested wth:
(A) each right or privilege of the forner
association that is not inconsistent with Chapter 882;
(B) each franchise or other interest of the
former association; and
(C all property of the fornmer association,
i ncludi ng debts due on any account and all choses in action.
(c) On conversion or reinsurance of an association to a
nmut ual | egal reserve insurance conpany, the title to any rea
estate by deed or otherwi se vested in the forner association
vests in the conpany, and the title is not in any way inpaired



because of the conversion or reinsurance. (V.T.1.C. Art. 14.61
Sec. 1(c) (part).)
Source Law

(c) Wen such association shall have
conplied with the provisions of this Article
and the other laws of this State regulating
t he i ncorporation of such nutual |egal
reserve insurance conpani es, and shall have
received fromthe Board of Insurance
Comm ssioners its charter and certificate of
authority to transact business as a nutual
i nsurance conpany, its reorganization and
conversion shall be conplete. Such
reorgani zed and converted or reinsured
corporation shall be deened in law to have
the rights, privileges, powers and authority
of any other corporation organized in
accordance with the provisions of said
Chapters. The new corporation shall be
deened in law to be a continuation of the
busi ness of the fornmer association and shal
succeed to and becone invested with all and
singular the rights and privil eges not
i nconsistent with the provisions of said
Chapters, and all property, real, personal or
m xed of the forner association, and al
debts due on any account, and all other
t hi ngs and choses in action theretofore
bel ongi ng to such association, and all
property, rights, privileges, franchises, and
all other interest, shall thereafter be as
effectually the property of such organized
and converted corporation as if they were the
property of the former association, and the
title to any real estate by deed or otherw se
vested in the forner association shal
forthwith vest in such organi zed converted
corporation and the title thereto shall not
in any way be inpaired by reason of such
change or reincorporation.

Revi sor's Note

Section 1(c), V.T.1.C. Article 14.61,
provi des that, on conversion of an
association to a nutual |egal reserve
i nsurance conpany, the conpany shall "succeed
to and beconme invested with all and singul ar




Sec. 887. 456.

the rights and privileges not inconsistent
with the provisions of said Chapters, and al
property, real, personal or m xed of the
former association, and all debts due on any
account, and all other things and choses in
action theretofore belonging to such
associ ation, and all property, rights,
privileges, franchises, and all other
interest, shall thereafter be as effectually
t he property of such organi zed and converted
corporation as if they were the property of
the former association.” The revised | aw
omts the references to "real," "personal,"
and "m xed" property because under Section
311. 005(4), CGovernnent Code (Code
Construction Act), "property" includes real
and personal property and, by extension,
m xed property. That definition applies to
the revised law. The reference to "things

in action" is omtted fromthe revised
| aw because "things in action"” is included
wi thin the neaning of "choses in action.”
The reference to "all other interest” is
omtted fromthe revised | aw because "al
other interest” is included within the
nmeaning of "all . . . rights . . . and . .
property."” The provision that the propert
of the former association "shall thereafter
be as effectually the property of
such . . . corporation” is omtted fromthe
revised | aw as unnecessary; providing that
the property vests in the conpany neans that
the property will effectually be the
conpany's.

Revi sed Law

CONTI NUI NG OBLI GATI ONS OF CONVERTED OR

REI NSURED ASSCCI ATION. (a) The standing of each clai magainst an
associ ation that converts or reinsures under this subchapter nust

be preserved uni npai

red under the reorganized conpany or the

conpany reinsuring the nenbership of the association.

(b) Each debt,

l[iability, and duty of a converted or

rei nsured associ ation attaches to the reorgani zed conpany or the
conpany reinsuring the nenbership of the association and nmay be

enforced against it
[iability had been i

to the sane extent as if the debt or
ncurred or contracted by the conpany, except

that a reorgani zed conpany or reinsuring conpany nmay alter a
l[iability created under the ternms of an insurance certificate
outstanding at the date of conversion or reinsurance in



accordance with the plan approved by the conmm ssioner under this
subchapt er
(c) Notw thstandi ng Subsection (b), the conpany may not
alter the renewability or noncancellability of an insurance
certificate issued before the date of conversion or reinsurance.
(V.T.1.C. Art. 14.61, Sec. 1(c) (part).)
Source Law

(c) . . . The standing of all clains
under the former association shall be
preserved uni npai red under the new
corporation, and all debts, liabilities and
duties of the fornmer association shal
thenceforth attach to the reorgani zed
corporation and may be enforced against it to
the sane extent as if said debts and
l[iabilities had been incurred or contracted
by the new corporation, except that the
l[iabilities created under the terns of
policies or certificates outstanding at the
date of conversion or reorganization may be
altered in accordance with the provisions of
said plans approved by the Board of Insurance
Comm ssi oners; provided, however, that no
alteration shall be nmade in the renewability
or noncancel lability of any insurance
agreenent, contract, policy or certificate
t heret of ore made or issued.

Revi sed Law
Sec. 887.457. DI SBURSEMENT OF MORTUARY FUND. (a) The
nortuary fund bel onging to an association that converts or
rei nsures under this subchapter is the property of the
reorgani zed conpany or the conpany reinsuring the nenbership of
the former association. NMney in the nortuary fund may be
di sbursed to:

(1) pay a valid claimoutstanding and arising after
the date of conversion or reinsurance froman insurance policy
i ssued by the conpany to the association's nenbers under an
approved pl an;

(2) establish the | egal reserve on new insurance
policies issued by the conpany to the association' s nmenbers under
an approved plan; or

(3) pay the appropriate actuarial portion of the
nortuary fund to a menber of the association who refuses to
accept a new i nsurance policy offered by the conpany.

(b) A nenber nust request paynent under Subsection (a)(3)
not later than the 60th day after the date of the conversion or




rei nsurance.

(c) The effective date of a nutual |egal reserve conpany's
i nsurance policy may be the effective date of the reinsurance
contract. On conversion, 10 percent of the nortuary fund credit
all ocated to each policy may be credited to the contingency
reserve fund of the conpany for the benefit of the policyhol ders.
The bal ance of the nortuary fund credit may be applied as:

(1) areserve credit to permt the conpany's policy to
be backdated to the earliest date the reserve credit allows; or

(2) an annuity to reduce the required prem um either
for a given termor for the whole of life.

(d) A conpany may not change the manner in which a nortuary
fund credit is applied under Subsections (c)(1) and (2) w thout
the prior approval of the commssioner. (V.T.1.C Art. 14.61
Sec. 2.)

Source Law

Sec. 2. The sums of any nortuary funds
bel ongi ng to such associ ati on shal
thereafter be effectually the property of
such organi zed and converted corporation or
corporation reinsuring the nenbership of such
associ ation, but may be disbursed for paynent
of valid clains outstanding and ari sing
thereafter frompolicies issued by the |egal
reserve conpany to the nenbers of the
assessnent associ ati on under the approved
agreenent; to set up the |legal reserve on
new policies issued by the | egal conmpany to
t he menbers of the assessnment association
under said agreenent; and to pay their
actuarial portion of such nortuary fund to
menbers of such association who refuse to
accept the new policies offered them and who
make request therefor within sixty (60) days
fromthe date of conversion or reinsurance.

The effective date of the | egal reserve
policies may be the effective date of the
rei nsurance contract. On conversion ten
(109% per cent of the nortuary fund credit
all ocated to each policy nmay be credited to
t he contingency reserve fund of the conpany
for the benefit of the policyholders, and the
bal ance of the nortuary credit may be applied
in either of the foll ow ng ways:

(a) As a reserve credit to permt

the |l egal reserve policy issued to be dated
back as far as the reserve credit wll



permt; or

(b) As an annuity to reduce the
required premumeither for a given termor
for the whole of life.

(c) No change shall ever be nade
until sanme shall have been approved by the
Board of Insurance Conm ssioners.

Revi sor's Note
(End of Subchapter)

Section 3, V.T.1.C. Article 14.61,
provides that Article 14.61 is perm ssive and
that the Board of |nsurance Conm ssioners may
not require an association to convert or
reinsure to a | egal reserve conpany. The
revised law omts that provision as
unnecessary because Section 887.451, which
aut hori zes conversion or reinsurance, is
clearly perm ssive and not mandatory, and
nothing in this subchapter nmay be read as
permtting the comm ssioner or departnent to
require an associ ation to convert or
reinsure. The omtted | aw reads:

Sec. 3. Providing further that nothing
inthis article or in the provisions of
Chapter 11 or Chapter 3 of this code shall
ever be construed to nmean that any of the
associ ations or other simlar concerns, by
what soever nane or cl ass desi gnat ed, whet her
specifically naned herein or not, shall be
required by the Board of I|nsurance
Conmi ssioners to make the change herein
provi ded for unless they voluntarily decide
to do so, and that this article is purely
perm ssive and if such associations do not so
voluntarily decide to cone under this
article, or laws anended by it, then this
article shall not in any way apply to such
associ ati on.

[ Sections 887.458-887.500 reserved for expansion]

SUBCHAPTER K.  CONVERSI ON TO STOCK LEGAL RESERVE LI FE
| NSURANCE COMPANY
Revi sed Law
Sec. 887.501. APPLICABILITY OF SUBCHAPTER This subchapter
applies only to a local nutual aid association or statew de




mut ual assessnment conpany or association engaging in business in
this state on January 1, 1955. (V.T.l1.C Art. 14.63, Sec. 1

(part).)
Source Law

Art. 14.63

Sec. 1. Any local nutual aid association
or statew de nutual assessnent conpany or
associ ation doing business in this State on
January 1, 1955, [may convert into a stock
| egal reserve life insurance conpany]

Revi sed Law
Sec. 887.502. AUTHORI ZATI ON TO CONVERT. An associ ation may
convert to a stock |legal reserve life insurance conpany if the
associ ati on:
(1) has at |east $100,000 in the association's
nortuary fund at the tinme of conversion; and
(2) except as provided by Section 887.508, possesses:
(A) capital in an amount equal to at |east
$700, 000 cash; and
(B) surplus in an amobunt equal to at | east
$700,000 cash. (V.T.1.C Art. 14.63, Sec. 1 (part).)
Source Law

Sec. 1. Any local nutual aid association
or statew de nutual assessnent conpany or
association [doing business in this State on
January 1, 1955,] may convert into a stock
| egal reserve |life insurance conpany,
provi ded such conpany or associ ation so
converted has at |east One Hundred Thousand
($100,000.00) Dollars inits claimor
nortuary fund at the tinme of such conversion
and conplies with the follow ng provisions:

a. Except as provided by Section 2
of this article, there shall be contributed
in cash of the United States the additional
sum of not |ess than Seven Hundred Thousand
($700, 000.00) Dollars in capital and not |ess
t han Seven Hundred Thousand ($700, 000. 00)

Dol lars in surplus.

Revi sed Law
Sec. 887.503. APPROVAL BY MEMBERSHI P. An associ ati on may
convert under this subchapter only if the association's
menber ship votes to approve the conversion at a neeting called




for that purpose. (V.T.I.C Art. 14.63, Sec. 1 (part).)
Source Law

Sec. 1.
c. Such conversion shall only be
made upon a vote of the menbership duly
call ed for such purposes.

Revi sed Law
Sec. 887.504. AMENDMENT OF CHARTER OR ARTI CLES OF

ASSCCl ATI ON REQUI RED. On aut hori zati on under Section 887.503, the
board of directors and officers of the association shall anend
t he association's charter or articles of association to conply
with Sections 841.051, 841.052, and 841.053. (V.T.1.C
Art. 14.63, Sec. 1 (part).)

Source Law

Sec. 1.
C. . . . Pursuant to such

aut hori zation, the board of directors and
of ficers of such conpany or association shal
anmend its existing charter or articles of
association, as the case may be, so as to
conply with the requirenents contained in
Article 3.02 of this Code, as anended, except
as to the capital and surplus requirenents
t her eof .

Revi sed Law

Sec. 887.505. EXCHANGE OF | NSURANCE CERTI FI CATES; RESERVES.
(a) An association that converts to a stock |legal reserve life
i nsurance conpany shall exchange each insurance certificate in
force on the date of the conversion for a |egal reserve policy as
provi ded by Section 887.457.

(b) On the exchange of nutual assessnent insurance
certificates for legal reserve policies as provided by Subsection
(a), an association shall establish and naintain the reserves
required for a conpany organi zed under Chapter 841 for | egal
reserve policies.

(c) After the reserves are established, the association's
capital nmust remain uninpaired and in an anmount equal to at | east
$700,000. (V.T.1.C. Art. 14.63, Sec. 1 (part).)

Source Law

Sec. 1.
b. Al policies of insurance in
force shall be exchanged for a |legal reserve



Sec. 887.506.

policy in accordance with the provisions of
Section 2 of Article 14.61 of this Code.

d. After the exchange of such
nmut ual assessnent policies for |egal reserve
policies in accordance with the provisions of
Section 2 of Article 14.61, the proper |egal
reserve required by Chapter 3 of this Code,
as anended, shall be established and
mai nt ai ned for such policies so as to | eave
the capital of the conpany at all tines
uni npai red and not | ess than Seven Hundred
Thousand ($700, 000. 00) Dol |l ars.

Revi sor's Note

Section 1, V.T.1.C. Article 14.63,
refers to a "proper |egal reserve" required
by V.T.1.C. Chapter 3. The portions of
Chapter 3 that relate to the organi zati on of
conpani es that are subject to the appropriate
reserve requirenments are revised as Chapter
841. The revised law is drafted accordingly.

Revi sed Law

COVPLETI ON OF CONVERSI ON. An associ ati on

becones a stock | egal reserve |ife insurance conmpany on
(1) conpliance with this subchapter; and
(2) approval by the conm ssioner. (V.T.1.C
14.63, Sec. 1 (part).)

Art.

Sec. 887.507.

Source Law

Sec. Co
e. After conpliance with the
provi sions hereof, and approval of the sane
by the State Board of |nsurance, such conpany
or associ ation shall be and becone a | egal
reserve stock life insurance conpany .

Revi sed Law
LEGAL EFFECT OF CONVERSI ON. Except as

provi ded by this subchapter, an association that converts to a

stock | egal

reserve life insurance conpany under this subchapter

is subject to Chapter 841. (V.T.1.C. Art. 14.63, Sec. 4.)

Source Law

Sec. 4. Fromand after the date of such
conversion such legal reserve stock life
i nsurance conpany shall be governed by the
provi sions of Chapter 3 of the Insurance



Code, as anended, except as otherw se herein
provi ded.

Revi sor's Note

Section 4, V.T.1.C. Article 14.63,
provi des that a conpany that converts under
Article 14.63 is subject to V.T.1.C. Chapter
3. The relevant portions of Chapter 3,
relating to the organi zation of donestic
| egal reserve stock life insurance conpanies,
are revised in Chapter 841. The revised | aw
is drafted accordingly.

Revi sed Law

Sec. 887.508. EXEMPTI ON FROM CAPI TAL AND SURPLUS
REQUI REMENTS. (a) An association is exenpt fromthe capital and
surplus requirenments of Section 887.502(2) if the association:

(1) possesses capital in an amount equal to at |east
$100, 000 and unencunbered surplus in an anount equal to at | east
$100, 000; and

(2) <converted to a stock legal reserve life insurance
conpany before Septenber 1, 1999.

(b) An association that is exenpt under Subsection (a) and
that converts on or after Septenber 1, 1989, shall inmmediately
increase its capital and surplus to anounts that satisfy Section
887.502(2) on:

(1) a change of control of at |east 50 percent of the
voting securities of the converted conpany; or

(2) if the converted conmpany or the hol ding conpany
that controls the converted conpany, if any, is not controlled by
voting securities, a change of at |east 50 percent of the
ownership of the converted conpany or its hol di ng conpany.

(c) For purposes of Subsection (b), a transfer of ownership
because of death, regardl ess of whether the decedent died testate
or intestate, is not considered a change of control of a
converted conmpany or its holding conmpany if ownership is
transferred only to one or nore individuals, each of whom woul d
have been an heir of the decedent had the decedent died
intestate. (V.T.1.C Art. 14.63, Sec. 2.)

Source Law

Sec. 2. (a) The requirenent under
Section 1 of this article that a converted
| ocal nmutual aid association or statew de
nmut ual assessnment conpany or association have
capital of at |east Seven Hundred Thousand
($700, 000. 00) Dollars and surplus of at |east
Seven Hundred Thousand ($700, 000. 00) Dol lars
does not apply to a local nmutual aid



associ ation or statew de nutual assessnent
conpany or association that converts to a
Chapter 3 conpany, if:

(1) a converted local nutual aid
associ ation or statew de nutual assessnent
conpany or association shall be possessed
with at | east One Hundred Thousand
(%100, 000.00) Dollars in capital and at |east
One Hundred Thousand ($100, 000.00) Dollars in
free and unencunbered surplus; and

(2) the conversion takes effect
bef ore Septenber 1, 1999.

(b) A local mutual aid association or
st at ewi de nutual assessnment conpany or
association that is converted on or after
Septenber 1, 1989, and that has, after
conversion, |ess than Seven Hundred Thousand
($700, 000.00) Dollars capital and Seven
Hundred Thousand ($700, 000.00) Dol lars
surplus may continue to transact the kind or
ki nds of insurance business for which it has
been issued a Texas certificate of authority.
However, a |ocal nutual aid association or
st at ewi de nutual assessnment conpany or
association that is converted on or after
Septenber 1, 1989, nust increase its capital
to at | east Seven Hundred Thousand
($700, 000.00) Dollars and its surplus to at
| east Seven Hundred Thousand ($700, 000. 00)
Dol lars i mredi ately after any change of
control of the converted |ocal mutual aid
associ ation or statew de nutual assessnent
conpany or association or any hol di ng conpany
controlling the converted |ocal nutual aid
associ ation or statew de nutual assessnent
conpany or association if, after August 31,
1989:

(1) there is a change of contro
of at |east 50 percent of the voting
securities of the converted conmpany or
associ ation; or

(2) if the converted conpany or
associ ation or holding conpany is not
controlled by voting securities, there is a
change of at |east 50 percent of the
ownership of the local nmutual aid association
or statew de nutual assessnent conpany or
associ ation or hol di ng conpany.



(c) For the purposes of Subsection (b)
of this section, a transfer of ownership that
occurs because of death, irrespective of
whet her the decedent died testate or
intestate, is not considered a change of
control of a converted |ocal nutual aid
associ ation or statew de nutual assessnent
conpany or association or change of control
of a hol ding conpany, if ownership is
transferred solely to one or nore natural
persons, each of whom would be an heir of the
decedent if the decedent had died intestate.

Revi sor's Note
Section 2(b), V.T.1.C. Article 14.63,
provi des that an association exenpted from
capital and surplus requirenents under
Section 2(a) "may continue to transact the
ki nd or kinds of insurance business for which
it has been issued a Texas certificate of
authority.” The revised |law omts the quoted
| anguage because the association's
certificate of authority is unchanged by the
conversion and permts the conpany to
transact only those kinds of business.
Revi sed Law
Sec. 887.509. LIMTS ON OPERATI ON OF CONVERTED ASSOCI ATI ON.
Unl ess the association increases the association's capital and
surplus to the mninmumcapital and surplus required for the
organi zation of a stock legal reserve life insurance conpany
under Chapter 841, an association that converts to a stock | egal
reserve life insurance conpany under this subchapter nmay not:

(1) operate in a territory as to which the association
was not authorized under the converted association's previous
charter or articles of association;

(2) insure alife for nmore than $5,000 in event of
deat h; or

(3) declare or pay cash dividends. (V.T.1.C
Art. 14.63, Sec. 1 (part).)

Source Law

Sec. 1. . . .

e. [After conpliance with the
provi si ons hereof, and approval of the sane
by the State Board of |nsurance, such conpany
or associ ation shall be and becone a | egal
reserve stock life insurance conpany,] except
t hat such conpany so converted shall not: (1)



operate in any territory not previously

aut hori zed under the old charter or articles
of association, as the case may be; nor (2)
insure any life for nore than Five Thousand
(%5, 000.00) Dollars in event of death; nor
(3) declare or pay any cash dividends; unless
and until the capital and surplus of such
converted conpany or association shall be
increased to the mninmum capital and surplus
required for the organization of a stock

| egal reserve life insurance conpany under

t he provisions of Chapter 3 of this Code.

Revi sed Law

Sec. 887.510. | NCREASE OF CAPI TAL AND SURPLUS REQUI RED. (a)
An associ ation that converts to a stock |legal reserve life
i nsurance conpany under this subchapter shall, not |ater than the
10t h anniversary of the date of conversion, increase its capital
and surplus to the mninmumcapital and surplus required for a
stock legal reserve |life insurance conmpany organized under
Chapter 841.

(b) The conmm ssioner shall revoke a converted association's
certificate of authority to engage in the business of insurance
if the association does not conply with Subsection (a).

(V.T.1.C. Art. 14.63, Sec. 3.)
Source Law

Sec. 3. Any such conpany or association
so converted shall within ten (10) years from
the date of its conversion increase its
capital and surplus to the m ninmum capita
and surplus then required to organi ze a stock
| egal reserve life insurance conpany under
t he provisions of Chapter 3 of the Insurance
Code, or its certificate of authority to do
busi ness shall be revoked by the Board of
| nsurance Conm ssi oners.

Revi sor's Note

Section 3, V.T.I.C. Article 14.63,
refers to the m ninum capital and surpl us
required to organi ze a stock |egal reserve
[ife insurance conmpany under V.T.1.C Chapter
3. The portions of Chapter 3 that relate to
t he organi zation of stock |egal reserve life
i nsurance conpani es that are subject to the
appropriate mni mum capi tal and surplus
requirenents are revised as Chapter 841. The




revised law is drafted accordingly.
[ Sections 887.511-887. 550 reserved for expansion]
SUBCHAPTER L. GENERAL FI NANCI AL REGULATI ON
Revi sed Law
Sec. 887.551. HAZARDOUS FI NANCI AL CONDI TI ON, SUPERVI SI ON,

CONSERVATORSHI P, AND LI QUI DATION. Articles 1.32, 21.28, and
21.28-A apply to an associ ati on engaged i n the business of
insurance in this state. (New.)

Revi sor's Note

V.T.1.C. Article 14.33 established
procedures for conservatorship of an
association that is insolvent or that is in a
condition that renders continuance of its
busi ness hazardous to the public. Article
14. 33 was | ast anmended in 1965. After the
enactment of Article 14.33, the legislature
est abl i shed conprehensi ve procedures
applicable to those associ ations. Toget her
with V.T.1.C. Article 21.28, the later
enacted provisions, which are contained in
V.T.1.C. Article 1.32, originally enacted in
1975, and V.T.I.C. Article 21.28-A
originally enacted in 1967, conpletely
subsunme and repl ace the procedures
established under Article 14.33. As a result,
the revised law omts Article 14.33 as
inpliedly repealed and adds a reference to
Articles 1.32, 21.28, and 21.28-A for the
conveni ence of the reader. The omtted | aw
reads:

Art. 14.33. If, upon an exam nation or
at any other tine, it appears to the
Conmi ssi oner that such association be
insolvent, or its condition be, in the
opi nion of the Conmm ssioner, such as to
render the continuance of its business
hazardous to the public, or to holders of its
certificates, or if such association appears
to have exceeded its powers or failed to
conply with the law, or has a nenbership of
| ess than five hundred (500) paying their
assessnents, then the Comm ssioner shal
notify the association of his determ nation
and sai d association shall have thirty (30)
days under the supervision of the
Conmi ssioner within which to comply with the
requi renents of the Conm ssioner; and in the
event of its failure to conply within such




time, the Comm ssioner, acting for hinself,
or through a conservator appointed by the
Comm ssi oner for that purpose, shal
i mredi ately take charge of such association
and all of the property and effects thereof.

| f the Comm ssioner is satisfied that
such associ ation can best serve its
pol i cyhol ders and the public through its
continued operation by the conservator under
the direction of said Conm ssioner, pending
the el ection of new directors and officers by
t he nenbership in such manner as the
Comm ssi oner may determ ne, the sanme shall be
done, and the conservator may, with the
approval of the Conm ssioner, reinsure any
part of such conpany's policies or
certificates of insurance with sone sol vent
i nsurance conpany or associ ation authorized
to transact business in this State. The
conservator may transfer to the reinsurance
conpany such nortuary funds or other assets
or portions thereof as may be required to
reinsure such policies or certificates. |If
t he Conm ssioner, however, is satisfied that
such association is not in condition to
satisfactorily continue business in the
interest of its policyhol ders under the
conservator as above provided, the
Comm ssi oner shall proceed to reinsure the
out standing policies in sone sol vent
associ ation or conpany, authorized to
transact business in this State, or the
Conmi ssi oner shall proceed through such
conservator to |liquidate such association, or
t he Conmm ssioner may give notice to the
Attorney Ceneral who shall thereupon apply to
any court in Travis County having
jurisdiction thereof for leave to file a suit
in the nature of quo warranto to forfeit the
charter of such corporation or to require it
to conmply with the law or to satisfy the
Comm ssioner as to its solvency. The court
may, in its discretion, appoint agents or
receivers to take charge of the effects and
wi nd up the business of the corporation,
under usages and practices of equity; and may
make di sposition of the business and
menber ship of the corporation as in the



di scretion of the court may seem proper. No
suit for receiver shall be filed against any
such corporation, nor shall any receiver be
appoi nted, except upon the application
therefor by the Attorney General, and in no
event shall any receiver for any such
corporation be appointed until after
reasonabl e notice has issued and a hearing
had before the court.

It shall be in the discretion of the
Conmi ssi oner to determ ne whether or not he
wi || operate the association through a
conservator, as provided above, or proceed to
liquidate the association, or report it to
the Attorney General, as herein provided.

When the policies of an association are
reinsured or |iquidated, as herein provided,
t he Conm ssioner shall report the sanme to the
Attorney Ceneral, who shall take such action
as may be necessary to effect the forfeiture
or cancellation of the charter of the
associ ation so reinsured or |iquidated.

Where the Conmm ssioner |ends his approval to
the nerger, transfer, or consolidation of the
menber shi p of one association with that of
anot her, the sanme shall be reported to the
Attorney Ceneral who shall proceed to effect
the forfeiture or cancellation of the charter
of the association fromwhich the nenbership
was nerged, transferred or consolidated, in
the sane manner as is provided for the
charters of associations reinsured or
liquidated. No nerger or transfer shall be
approved unl ess the association assum ng the
menbers transferred or nerged is operating
under the supervision of the Conm ssioner of

| nsurance. The cost incident to the
conservator's services shall be fixed and
determ ned by the Comm ssioner and shall be a
charge agai nst the assets and funds of the
association to be allowed and paid as the
Comm ssi oner may determ ne.

[ Sections 887.552-887. 700 reserved for expansion]
SUBCHAPTER O. PENALTI ES
Revi sed Law
Sec. 887.701. UNLAWUL CONVERSI ON; CRI M NAL PENALTY. (a) A
director, officer, agent, enployee, attorney at |law, or attorney




in fact of an association commts an offense if the person:

(1) fraudulently takes, msapplies, or converts to the
person's own use any noney, property, or other item of val ue
bel onging to the association or comng into the person's custody,
control, or possession by virtue of the person's office, agency,
or enpl oyment;

(2) conceals any item described by Subdivision (1)
with the intent to take, m sapply, or convert the itemto the
person's own use; or

(3) pays or delivers any itemdescribed by Subdivision
(1) to any other person, knowi ng that the other person is not
entitled to receive the item

(b) An offense under this section is punishable by
inmprisonnment in the institutional division of the Texas
Department of Crimnal Justice for a termof not nore than 10
years or less than 2 years. (V.T.1.C Art. 14.55.)

Source Law

Art. 14.55. If any director, officer,
agent, enployee, attorney at |aw or attorney
in fact, of any association under this
chapter, shall fraudulently take, m sapply or
convert to his own use any nobney, property or
ot her thing of value belonging to such
associ ation, that may have conme into his
custody, control, possession or managenent by
virtue of his office, directorship, agency,
or enploynment, or in any other manner, or
shal |l secrete the sane with intent to take,

m sapply or convert the same to his own use,
or shall pay or deliver the same to any
person knowi ng that he is not entitled to
receive it, he shall be confined in the
penitentiary not |less than two (2) nor nore
than ten (10) years.

Revi sor's Note

(1) V.T.I.C Article 14.55 refers to
"the penitentiary.” Throughout this
subchapter, the revised | aw substitutes "the
institutional division of the Texas
Department of Crimnal Justice” to conformto
t he changes in | aw nade by Chapter 785, Acts
of the 71st Legislature, Regul ar Session,
1989, transferring to that division the
powers and duties that were previously those
of the Texas Departnent of Corrections, the
state agency with jurisdiction over the




penitentiaries in this state.

(2) V.T.I.C Article 14.55 refers to
"custody, control, possession or managenent”
of an item The revised |law omts the
reference to "managenent” as included wthin
t he neani ng of "custody, control, or
possession. "

Revi sed Law

Sec. 887.702. DI VERSI ON OF SPECI AL FUNDS; CRI M NAL PENALTY.
(a) A director, officer, agent, enployee, attorney at |aw, or
attorney in fact of an association commts an offense if the
person wilfully borrows, w thholds, or diverts fromits purpose
all or part of a special fund that:

(1) belongs to or is under the managenent and control
of an associ ation; and

(2) is designated by law or by rule of the
conmi ssi oner for a specific use.

(b) An offense under this section is punishable by
inmprisonnment in the institutional division of the Texas
Department of Crimnal Justice for a termof not nore than 10
years or less than 2 years. (V.T.1.C Art. 14.56.)

Source Law

Art. 14.56. If any director, officer,
agent, enployee, attorney at law, or attorney
in fact of any association under this
chapter, shall willfully borrow, w thhold or
in any manner divert fromits purpose, any
special fund or any part thereof, bel onging
to or under the control and nmanagenent of any
associ ation under this chapter, which has
been set apart by law or by any valid rule or
regul ati on of the Board of Insurance
Conmi ssioners of the State of Texas for a
speci fic use, he shall be confined in the
penitentiary not |less than two (2) nor nore
than ten (10) years.

Revi sed Law

Sec. 887.703. APPROPRI ATI ON OF MONEY; CRI M NAL PENALTY. (a)
An officer or enployee of a nutual accident insurance conmpany
commts an offense if the person uses or appropriates, or
knowi ngly permts the use or appropriation by another of, any
noney bel onging to the conpany in a manner not provided for by
the | aw authorizing the organi zation of the conpany.

(b) An offense under this section is punishable by
inmprisonnment in the institutional division of the Texas
Department of Crimnal Justice for a termof not nore than 10




years or less than 2 years. (V.T.1.C. Art. 14.56-1.)
Source Law

Art. 14.56-1. Any officer or any enploy¢ése of a
mut ual acci dent insurance conpany,
i ncorporated under the laws of this State,
who shall use or appropriate, or know ngly
permt to be used or appropriated by another,
any noney bel onging to such nutual insurance
conpany, in any manner other than is provided
in the | aw authorizing the organi zati on of
such conmpany, shall be confined in the
penitentiary not |less than two nor nore than
ten years.

Revi sed Law
Sec. 887.704. VI OLATI ON OF COW SSI ONER ORDER; CRI M NAL
PENALTY. (a) A director, officer, agent, enployee, attorney at
law, or attorney in fact of an association comrits an offense if
the person wilfully fails to conply with a |awful order of the
conm ssi oner.
(b) An offense under this section is punishable by:
(1) a fine not to exceed $500;
(2) confinenment in jail for a termnot to exceed six
nont hs; or
(3) both the fine and confinenent. (V.T.1.C.
Art. 14.58.)

Source Law

Art. 14.58. If any director, officer,
agent, enployee, or attorney at |aw or
attorney in fact of any association under
this chapter, shall willfully refuse or fai
to comply with any | awful order of the Board
of I nsurance Conmm ssioners of this State he
shal | be punished by fine not to exceed Five
Hundred ($500.00) Dollars, or by inprisonment
in the county jail not to exceed six (6)
nmont hs, or by both such fine and
i mpri sonment .

Revi sed Law
Sec. 887.705. OTHER VI OLATIONS; CRI M NAL PENALTY. (a) A
director, officer, agent, enployee, attorney at |law, or attorney
in fact of an association or other person commts an offense if
the person violates a provision of this chapter other than
Section 887.701, 887.702, 887.703, or 887.704.
(b) An offense under this section is punishable by:




(1) a fine not to exceed $500;
(2) confinenment in jail for a termnot to exceed six

nmont hs; or

Art.

(3) both the fine and confinenent. (V.T.1.C

14.59 (part).)

Source Law

Art. 14.59. If any director, officer,
agent, enployee or attorney at |aw or
attorney in fact of any association under
this chapter, or any other person, shal
viol ate any of the provisions of this chapter
not specifically set out in Articles 14.55,
14.56, 14.57, 14.58 and [14.46] of this
chapter, he shall be punished by fine not to
exceed Five Hundred ($500.00) Dollars, or by
i mprisonnment in the county jail not to exceed
six (6) nonths, or by both such fine and
i mpri sonment .

Revi sor's Note

V.T.1.C. Article 14.59 provides that a
person conmts an offense if the person
violates "any of the provisions of this
chapter not specifically set out in Articles
14.55, 14.56, 14.57, [and] 14.58." The
revised law omts the reference to Article
14.57 because the part of that article that
creates an offense is omtted as inpliedly
repeal ed. See the revisor's note at the end
of this subchapter. The revised |aw includes
a reference to Section 887.703, which is
derived fromV.T.1.C. Article 14.56-1.
Article 14.56-1 was transferred to Chapter 14
fromArticle 588, Vernon's Texas Penal Code
(1925), by authority of Section 5, Chapter
399, Acts of the 63rd Legislature, Regul ar
Session, 1973, which enacted the current
Penal Code, and is clearly an exception to
Article 14.59.

Revi sor's Note

(End of Subchapter)

The revised law omts part of V.T.1.C
Article 14.57 as inpliedly repealed. Article
14.57 was enacted by Chapter 491, Acts of the
52nd Legi sl ature, Regul ar Session, 1951.
Article 14.57 in part provides that "any



officer, director, agent, enployee, attorney
at law or attorney in fact, of any

associ ation under this chapter” conmmts an
offense if the person "shall willfully make
any false affidavit in connection with the
requirenents of this chapter.” Section
37.02, Penal Code, which was enacted by
Chapter 399, Acts of the 63rd Legislature,
Regul ar Session, 1973, provides that a person
commts an offense if, "wth intent to
deceive and with know edge of the statenent's
meaning . . . he makes a fal se statenent
under oath or swears to the truth of a fal se
statement previously nade and the statenent
is required or authorized by law to be nade
under oath." Section 37.02 applies to any
fal se statement under oath, including a
"false affidavit," and, as the later
enactnent, inpliedly repealed the part of
Article 14.57 dealing with false affidavits.
The omtted | aw reads:

Art. 14.57. . . . |If any officer,
director, agent, enployee, attorney at |aw or
attorney in fact, of any association under
this chapter shall willfully make any fal se
affidavit in connection with the requirenents
of this chapter, he shall be punished by a
fine not to exceed Five Hundred ($500.00)
Dol l ars, or by inprisonnment in the county
jail not to exceed two (2) years, or by
confinement in the penitentiary not to exceed
two (2) years.

Revi sor's Note
(End of Chapter)

Subsection (b), V.T.1.C Article 14.06,
provides that V.T.1.C Chapter 14 may not be
construed to "validate or otherw se sanction
any unl awful act" of an association except to
the extent that the association violates a
| aw because the | aw under which the
associ ation was created was subsequently
repeal ed or anmended so as to omt the
association fromthe applicability of Chapter
14. The revised law omts that provision as
unnecessary. The first clause is unnecessary
because a statute is not normally construed



to validate unlawful acts. The second cl ause
i S unnecessary because under the ex post
facto principle in Section 16, Article I,
Texas Constitution, an action taken under a
statute cannot becone unlawful if the statute
is repealed or anended. The omtted | aw

r eads:

(b) Nothing in this chapter shall be
construed to validate or otherw se sanction
any unlawful act of any such corporation,
except when such unlawful act may have been
construed to be unlawful sinply by reason of
the fact that the | aw under which said
corporation was created has since been
repeal ed or anmended so as to omt therefrom
such corporations as are described in this
chapter.

CHAPTER 888. BURI AL ASSOCI ATl ONS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 888.001. DEFINITIONS 1075
Sec. 888.002. LIBERAL CONSTRUCTI ON 1076
Sec. 888.003. BYLAWS OF BURI AL ASSOCI ATI ONS 1076
Sec. 888.004. RULES TO | MPLEMENT PURPOSES OF CHAPTER 1076
Sec. 888.005. APPLI CABI LITY OF TEXAS NON- PROFI T
CORPORATI ON ACT 1077
Sec. 888.006. APPLICABILITY OF OTHER LAW 1079
[ Sections 888. 007-888. 050 reserved for expansion]
SUBCHAPTER B. ANNUAL ASSESSMENT
Sec. 888.051. | MPCSI TI ON OF ANNUAL ASSESSMENT; AMOUNT 1080
Sec. 888.052. PAYMENT OF ANNUAL ASSESSMENT 1081
[ Sections 888. 053-888. 100 reserved for expansion]
SUBCHAPTER C. | NSURANCE CERTI FI CATES; PAYMENT OF BENEFI TS
Sec. 888.101. | NSURANCE CERTI FI CATES | SSUED BY BURI AL
ASSOCI ATION 1083
Sec. 888.102. PAYMENT | NSTEAD OF MERCHANDI SE OR
SERVI CES 1084
Sec. 888.103. | NSURANCE CERTI FI CATE FORMS 1084
[ Sections 888. 104-888. 150 reserved for expansi on]
SUBCHAPTER D. RATES FOR BURI AL ASSOCI ATl ONS
Sec. 888.151. DATA COLLECTI ON RELATED TO RATES 1085
Sec. 888.152. ADOCPTI ON OF RATE SCHEDULE 1086
Sec. 888.153. NEW OR AMENDED RATE SCHEDULES 1088
Sec. 888.154. CONTRACTS W TH EXPERTS AND CONSULTANTS 1089
Sec. 888.155. RETENTION OF BURI AL ASSOCI ATION' S I NI TI AL
RATE SCHEDULE 1090
Sec. 888.156. CHANGE OF RATES BY BURI AL ASSOCI ATI ON 1090
Sec. 888.157. CONTI NUATI ON OF FORMER RATES 1091



Sec. 888.158. FAILURE TO COWLY W TH COMM SSI ONER RATE
ORDERS 1091
[ Sections 888. 159-888. 200 reserved for expansion]
SUBCHAPTER E. PROHI BI TI ONS
Sec. 888.201. UNAUTHORI ZED PROVI DI NG OF BURI AL OR FUNERAL
BENEFI TS 1093
Sec. 888.202. RATE VIOLATIONS 1094
Sec. 888.203. CONNECTI ON BETVWEEN BURI AL ASSOCI ATI ONS 1095
Sec. 888.204. CERTAI N AFFI LI ATI ONS BETWEEN BURI AL
ASSCCI ATI ONS AND FUNERAL HOMES PROH BI TED 1096
Sec. 888.205. VIOLATION OF CHAPTER;, CRI M NAL PENALTY 1097
CHAPTER 888. BURI AL ASSCOCI ATl ONS
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 888.001. DEFINITIONS. In this chapter:

(1) "Burial association” nmeans an individual, firm
partnership, association, or corporation engaged in the business
of providing burial or funeral benefits payable partly or wholly
in nmerchandi se or services, not to exceed $150 or the val ue
thereof. The termincludes a burial conpany and a buri al
soci ety.

(2) "lInsurance certificate" and "nmenber" have the
meani ngs assi gned by Section 887.001. (V.T.1.C. Art. 14.37
(part); New.)
Source Law

Art. 14.37. Any individuals, firnms,
co- partnershi ps, corporations or associations
doi ng the business of providing burial or
funeral benefits, which under any
circunstances may be payable partly or wholly
i n nmerchandi se or services, not in excess of
One Hundred and Fifty ($150.00) Dollars, or
the val ue thereof, are hereby declared to be
buri al conpani es, associ ations or societies,
and .

Revisor's Note
V.T.1.C. Article 14.02, revised as
Section 887.001, defines "insurance
certificate" and "menber." Those definitions
are applicable to the articles in V.T.1.C
Chapter 14 that are revised in this chapter,
and the revised law is drafted accordingly.
Revi sed Law
Sec. 888.002. LIBERAL CONSTRUCTI ON. Sections 888. 051,
888. 052, 888.102(b), 888.151, 888.152, 888.153, 888.154, 888. 155,
888. 156, 888. 157, 888.202, 888.203, and 888. 204 shall be




i berally construed.

Sec. 888. 003.

(V.T.1.C. Art. 14.51 (part).)
Source Law

Art. 14.51. . . . the provisions of
Articles 14.42 through 14.52 of this chapter
shall be liberally construed and .

Revi sed Law
BYLAWS OF BURI AL ASSQOCI ATI ONS. The byl aws of

a burial association may not contain any provision in conflict

with this chapter

Sec. 888. 004.

(V.T.1.C. Art. 14.04 (part).)
Source Law

Art. 14.04. . . . Such by-laws .
shall not contain any provision in conflict
with this chapter

Revi sed Law
RULES TO | MPLEMENT PURPOSES OF CHAPTER. The

conmmi ssi oner nmay adopt reasonable rules to inplenment the purposes
of this chapter. (V.T.1.C. Art. 14.39.)

Source Law

Art. 14.39. The Board is hereby
aut horized to pronul gate reasonabl e rul es and
regul ations to carry out the purposes of this
chapter.

Revisor's Note

(1) V.T.I.C Article 14.39 refers to
"the Board," nmeaning the State Board of
| nsurance Comm ssioners. Under Chapter 499,
Acts of the 55th Legislature, Regular
Session, 1957, administration of the
i nsurance laws of this state was reorgani zed
and the powers and duties of the Board of
| nsurance Comm ssioners were transferred to
the State Board of Insurance. Chapter 685,
Acts of the 73rd Legi sl ature, Regul ar
Session, 1993, abolished that board and
transferred its functions to the comm ssi oner
of insurance and the Texas Departnent of
| nsurance, as appropriate. Chapter 31 of
this code defines "conm ssioner” and
"departnment” for purposes of this code and
the other insurance laws of this state to
mean the conm ssioner of insurance and the
Texas Departnent of |nsurance, respectively.




Thr oughout this chapter, references to the
Board of |nsurance Conm ssioners and the
State Board of |nsurance have been changed
appropriately.
(2) V.T.I.C Article 14.39 refers to
"rules and regulations.” Throughout this
chapter, the revised law omts "regul ati ons"
because under Section 311.005(5), Government
Code (Code Construction Act), arule is
defined to include a regulation. That
definition applies to the revised | aw
Revi sed Law
Sec. 888.005. APPLICABILITY OF TEXAS NON- PROFI T CORPORATI ON
ACT. (a) Except to the extent of any conflict with this code,
the Texas Non-Profit Corporation Act (Article 1396-1.01 et seq.,
Vernon's Texas Civil Statutes) applies to a burial association.
The conmm ssioner has each power and duty of, and shall perform
each act to be perforned by, the secretary of state under that
Act with respect to burial associations.
(b) On advance approval of the comm ssioner, a burial
associ ation may pay dividends to its nmenbers. (V.A C S
Art. 1396-10.04, Sec. B (part).)
Source Law

B. In so far as the sane are not
i nconsistent with or contrary to any
appl i cabl e provision of the Insurance Code of
Texas, or any anendnent thereto, the
provi sions of this Act shall apply to and
govern burial associations as defined in
Article 14.37, Texas Ilnsurance Code . . . ;
provi ded however, (a) that any such nutua
i nsurance associ ati ons or conpani es nmay, upon
advance approval of the Conm ssioner of
| nsurance, pay dividends to its nmenbers, and
(b) that wherever in this Act sone duty,
responsi bility, power, authority, or act is
vested in, required of, or to be perfornmed by
the Secretary of State, such is to be vested
in, required of, or perfornmed by the
Comm ssi oner of Insurance in so far as
such . . . associations are concer ned.

Revisor's Note

(1) Section B, V.ACS. Article
1396-10. 04, states that the Texas Non-Profit
Corporation Act (Article 1396-1.01 et seq.,
Vernon's Texas Civil Statutes) shall "apply




to and govern" burial associations. The
revised law omts the reference to "govern"
because, in context, "govern" is included
within the nmeaning of "apply to."

(2) Section B, V.ACS. Article
1396- 10. 04, refers to the Insurance Code "or
any amendnent thereto." The revised |law omts
the reference to "any anmendnent thereto”
because under Section 311.027, CGovernnent
Code (Code Construction Act), unless
expressly provided otherwi se, a reference to
a statute applies to all reenactnents,
revisions, or anmendnments of the statute.

(3) Section B, V.ACS. Article
1396-10.04, refers to a "duty,
responsibility, power, [or] authority" of the
secretary of state and conm ssi oner of
i nsurance. The revised | aw substitutes "power
and duty" for the quoted phrase because
"responsibility" is included within the
meani ng of "duty" and "authority" is included
wi thin the nmeaning of "power."

(4) Section B, V.ACS. Article
1396- 10.04, refers to an act "vested in,
required of, or to be performed by" the
secretary of state and conm ssi oner of
i nsurance. The revised |law onits the
references to "vested in" and "required of"
because, in context, these phrases are
i ncluded within the neaning of the phrase "to
be perforned by."

Revi sed Law
Sec. 888.006. APPLICABILITY OF OTHER LAW A buri al
association is subject to Chapter 887. (New.)

Revi sor's Note

V.T.1.C. Chapter 14, revised as this
chapter and as Chapter 887, applies to a
burial association. See V.T.1.C. Article
12.01, revised in pertinent part as Section
886. 002. For the convenience of the reader,
the revised | aw adds a reference to Chapter
887.

Revi sor's Note
(End of Subchapter)

V.T.1.C. Article 14.37 requires a buri al
conpany to organi ze under provisions of
V.T.1.C. Chapter 12 and operate under and be



governed by that chapter and V.T.1.C. Chapter
14. Article 14.37 was enacted by Chapter
491, Acts of the 52nd Legi sl ature, Regul ar
Session, 1951. The revised law omts the
requi renment that a burial conpany organize
under Chapter 12 as inpliedly repealed by the
subsequent enactment of V.T.I.C Article
22.21 (revised as Section 886.004), which
provides that "no . . . local nutual burial
associ ati on may be organi zed under and
pursuant to the provisions of Art. 12.05 of

t he I nsurance Code of Texas." Article 22.21
was enacted by Chapter 180, Acts of the 57th
Legi sl ature, Regular Session, 1961. The
revised law omts the requirenent that a
buri al conpany operate under and be governed
by V.T.I1.C Chapter 12 as unnecessary.
Section 886. 001, which revises part of
V.T.1.C. Article 12.01, and Section 886. 002,
which revises part of V.T.I.C. Articles 12.01
and 12. 16, meke clear that Chapter 886
applies to a burial association, and it is
unnecessary to include an express statenent
of the applicability of that lawin this
chapter. The revised law omts the

requi renent that a burial conpany operate
under and be governed by this chapter,
meaning V.T.l.C Chapter 14, as unnecessary
because those provisions of V.T.I.C. Chapter
14, revised as this chapter, and those
provisions of V.T.I.C. Chapter 14, revised as
Chapter 887, clearly apply by their own terns
to a burial association. The omtted |aw
reads:

Art. 14.37. . . . [burial conpanies,
associ ations or societies] . . . shall
organi ze under provisions of Chapter 12, and
shal | operate under and be governed by
Chapter 12 and this chapter.

[ Sections 888. 007-888. 050 reserved for expansion]
SUBCHAPTER B. ANNUAL ASSESSMENT
Revi sed Law
Sec. 888.051. | MPOSITION OF ANNUAL ASSESSMENT; AMOUNT. (a)
An annual assessnent is inposed on each burial association that
holds a certificate of authority to engage in the business of
insurance in this state. The assessnment is in addition to any
other fee that the association is required to pay.




(b) The amobunt of the assessnent is equal to the greater
of :
(1) the amount conputed by nultiplying one-half cent
by the nunber of nmenbers in the burial association on Decenber 31
of the applicable year; or
(2) $5. (V.T.1.C. Art. 14.42 (part).)
Source Law

Art. 14.42. There is |levied upon each
burial association having a permt to do
busi ness in Texas, an annual assessnent of
one-hal f of one cent (1/2 of 1¢) per nenber
in the association as of Decenber
thirty-first of each year but not |ess than
Five ($5.00) Dol lars annually, which shall be
in addition to any other fees now payabl e and

Revi sor's Note

V.T.1.C. Article 14.42 refers to the
"permt" of a burial association. Throughout
this chapter, the revised | aw substitutes
"certificate of authority" for "permt™
because "certificate of authority” is the
termused throughout this code in relation to
an entity's authority to engage in business.

Revi sed Law

Sec. 888.052. PAYMENT OF ANNUAL ASSESSMENT. (a) Each
burial association shall pay the annual assessnent inposed by
Section 888.051 to the departnent between January 1 and March 1
at the sane tinme the association files its annual statenment with
t he departnent.

(b) Annual assessnents collected under this section shal
be deposited to the credit of the Texas Departnent of |nsurance
operating account. Article 1.31A applies to the assessnents.

(c) Al assessnents paid to the departnment under this
section are for the use and benefit of the departnent to:

(1) obtain advice, information, and know edge rel ating
to adequate and reasonable rates for burial associations in this
state;

(2) conpile records for purposes of Subdivision (1);
and
(3) inplenment Sections 888.051, 888.052, 888.102(b),
888. 151, 888. 152, 888. 153, 888. 154, 888. 155, 888.156, 888. 157,
888. 202, 888.203, and 888.204. (V.T.I.C Art. 14.42 (part).)
Source Law

Art. 14.42. . . . which assessnent shal



be paid by each association between January
first and March first of each year. Said
assessnents shall be paid to the State Board
of Insurance along with and at the sane tine
each association files with said Board its
annual statenent. Said assessnent shall be
based upon the cal endar year. Al
assessnents paid to the State Board of

| nsurance under this article shall be and the
sanme are here and now appropriated for and to
the use and benefit of the State Board of

| nsurance for the purpose of obtaining

advi ce, information, and know edge rel ative
to adequate and reasonable rates to be
charged by burial associations of Texas and
conpiling records thereof and carrying out
Articles 14.42-14.52 of this code. Al
assessnents collected under this article
shall be deposited in the State Treasury to
the credit of the State Board of I|nsurance
operating fund. Article 1.31A of this code
applies to assessnents under this article.

Revisor's Note

(1) V.T.1.C Article 14.42 provides
that an assessnent shall be paid "between
January first and March first of each year."
That article also provides that the
assessnent shall be paid "along with and at
the sane tinme each association files .
its annual statenent.” The revised law omts
as unnecessary the requirenent that the
assessnent be paid "along wth" its annual
statenment. The quoted | anguage is included
wi thin the nmeaning of the requirenent that
t he assessnent be paid "at the sane tinme" the
association files its annual statenent.

(2) V.T.I.C Article 14.42 provides
t hat the annual assessnent "shall be based
upon the cal endar year." The revised | aw
omts the quoted | anguage as m sl eadi ng
because ot her |anguage in Article 14.42,
revised as this section, provides that the
assessnment is annual and states the period
during which the assessnent nust be paid.

(3) V.T.I.C Article 14.42, |ast
anended by Chapter 622, Acts of the 68th
Legi sl ature, Regul ar Session, 1983, purports




to appropriate fees to the State Board of
| nsurance for particular purposes. The
revised law omts the putative appropriation
because Section 6, Article VIII, Texas
Constitution, prohibits continuous
appropriations by limting the maxi mum
duration of an appropriation to two years.
(4 V.T.1.C Article 14.42 requires
that the annual assessnents be deposited "in
the State Treasury to the credit of the State
Board of Insurance operating fund."” The
revi sed | aw substitutes "Texas Departnent of
| nsurance operating account” for "State Board
of I nsurance operating fund" to conformto
the conversion of the fund to an account in
t he general revenue fund by the conptroller
of public accounts under authority of Chapter
4, Acts of the 72nd Legislature, 1st Called
Session, 1991, and to the change in the nane
of the fund nmade by Section 1.09, Chapter
685, Acts of the 73rd Legi sl ature, Regul ar
Session, 1993. The revised law omts the
reference to the state treasury as
unnecessary because Section 2, V.T.1.C
Article 1.31A, provides that the Texas
Department of I|Insurance operating fund is in
the state treasury.

[ Sections 888. 053-888. 100 reserved for expansion]
SUBCHAPTER C. | NSURANCE CERTI FI CATES; PAYMENT OF BENEFI TS
Revi sed Law
Sec. 888.101. | NSURANCE CERTI FI CATES | SSUED BY BURI AL

ASSCCI ATION. (a) Except as provided by Subsection (c), an

i nsurance certificate issued by a burial association nust provide
for the payment of the benefit in specified nmerchandi se or buri al
servi ces.

(b) The nerchandi se or services to be provided nmust be:

(1) stated in the insurance certificate; and
(2) approved by the departnent as being of the
reasonabl e val ue stated on the face of the certificate.

(c) Subsections (a) and (b) do not apply if, at the tinme
the insurance certificate is issued, the insured elects to have
the benefit paid in cash.

(d) An election under this section nust be stated in the
i nsurance certificate. (V.T.1.C. Art. 14.38 (part).)

Source Law

Art. 14.38. Policies or certificates
i ssued by burial associations shall provide



for paynment of the benefit in certain

sti pul ated merchandi se and burial service,

whi ch shall be scheduled in the policy or
certificate and approved by the Board of

| nsurance Comm ssioners as being of the
reasonabl e value as stated in the face of the
policy, unless the insured shall at the tine
said policy is issued elect to have sanme paid
in cash. The policy shall showin witing

t he el ecti on nade.

Revi sed Law
Sec. 888.102. PAYMENT | NSTEAD OF MERCHANDI SE OR SERVI CES.
(a) If a burial association that issues an insurance certificate

fails or refuses to provide the merchandi se or services specified
by the certificate, the association shall pay the benefit in
cash.
(b) If a burial association that issues an insurance

certificate is not given the opportunity to provide the
nmer chandi se or services specified by the certificate, instead of
t he specified merchandi se or services, the association shall pay
the greater of:

(1) the total anpbunt paid into its nortuary fund to
the credit of that certificate's account; or

(2) the percentage of the certificate's face val ue
specified by the certificate. (V.T.1.C Arts. 14.38 (part),
14.52.)

Source Law

Art. 14.38. . . . If the association
issuing said policy shall fail or refuse to
furni sh the nmerchandi se and services provided
for in the policy sane shall be paid in cash

Art. 14.52. If a burial association is
not given the opportunity to provide the
mer chandi se and services stipulated in the
policy it shall be required to pay not |ess
than the total amount paid into its nortuary
fund for account of said policy in lieu of
t he stipul ated nerchandi se and services
unl ess a greater per cent of the face val ue
is specified in the policy.

Revi sed Law
Sec. 888.103. | NSURANCE CERTI FI CATE FORMS. An i nsurance
certificate formused by a burial association on or after May 12,
1939, nust conply with this chapter. (V.T.1.C. Art. 14.18




(part).)

Source Law

Art. 14.18.
Al certificate fornms hereafter
used must be in accord with the provisions of
this chapter and .

Revi sor's Note

V.T.1.C. Article 14.18 provides that
certificate forns "hereafter used" nust
conply with that article and other |aws
regul ati ng associ ati ons. The quoted | anguage
can only be read as neaning "certificate
forms used on or after the effective date of
this Act." Article 14.18 was enacted by
Chapter 491, Acts of the 52nd Legi sl ature,
Regul ar Session, 1951. Section 2 of that act
provided that "[n]othing contained in this
Act shall be held or construed to effect any
substantive change in the |laws existing prior
to the passage of this Act." Article 14.18
was derived fromArticle 5068-1, Vernon's
Texas Civil Statutes. Article 5068-1 was
enacted by Chapter 6, page 401, GCeneral Laws,
Acts of the 46th Legislature, Regul ar
Session, 1939; that act took effect My 12,
1939. Accordingly, the revised | aw
substitutes "on or after May 12, 1939," for
"hereafter.”

[ Sections 888. 104-888. 150 reserved for expansi on]
SUBCHAPTER D. RATES FOR BURI AL ASSOCI ATl ONS

Sec. 888. 151.
conmm ssi oner shall:

Revi sed Law
DATA COLLECTI ON RELATED TO RATES. (a) The

(1) <collect data, statistics, and information on the

death rates, |apses,

experiences, and other information relating

to burial association rates in and outside of this state that the
conmi ssi oner considers useful in determning reasonable and
adequate rates for burial associations; and

(2) study the statistics, rates, and experiences of

buri al associ ati ons.

(b) The conm ssioner may distribute information collected
under Subsection (a)(1l) to burial associations in this state.
(V.T.1.C. Arts. 14.47, 14.48 (part).)

Source Law

Art. 14.47. 1t shall be the duty of said



State Board of Insurance to gather such data,
statistics, and information as it can from
time totine as to the death rates, | apses,
experiences and other information relative to
burial association rates within, and w t hout
the State of Texas as may be deened
beneficial in fixing reasonable and adequate
burial association rates and which
information may be di ssem nated by the Board
anong the burial associations of Texas.

Art. 14.48. The Board's duties and power
shall not cease upon the adoption of its
first rate schedule, but it shall continue to
study the statistics, rates, and experiences
of burial associations and .

Revi sor's Note

V.T.1.C. Article 14.48 provides that
"[t]he Board's duties and power shall not
cease upon the adoption of its first rate
schedul e,” neaning the initial rate schedule
the State Board of Insurance was required to
adopt follow ng the abolition of the Burial
Associ ati on Rate Board and the transfer of
the rate board's ratenmaking authority to the
State Board of Insurance by Chapter 593, Acts
of the 66th Legislature, Regul ar Session,
1979. The revised law onmts the quoted
| anguage as executed. Section 3 of that act
required the State Board of Insurance to
adopt its initial rate schedule for burial
associations "within 90 days after the
effective date of this Act." Chapter 593 was
effective June 13, 1979.

Revi sed Law

Sec. 888.152. ADOPTION OF RATE SCHEDULE. (a) The
commi ssi oner shall adopt a schedul e of reasonabl e and adequate
rates that a burial association may charge its nmenbers. The
schedul e of rates nust be adopted in conpliance with Chapter
2001, Governnent Code.

(b) The schedul e nust show t he maxi num and m ni mum r at es
that a burial association may charge per week, per nonth, per
quarter, per six nonths, and per year, for the definite benefits
at the definite ages. The conm ssioner nust designate the ages
i n conveni ent groups.

(c) To ensure the adequacy and reasonabl eness of the rates,
t he conm ssioner may consider information gathered froman area
of this state that is sufficiently large to include the varying




conditions of the risks involved and during a period sufficiently
long to ensure that the mnimum and maxi numrates authorized are:

(1) just and reasonable as they apply to nenbers of
t he public who becone insured under this chapter; and

(2) adequate and non-confiscatory as they apply to the
buri al associations.

(d) The comm ssioner may require:

(1) sworn statenents fromany burial association in
this state showing its experience in rates collected and cl ai ns
pai d over a reasonable period; and

(2) any other information the conm ssioner considers
necessary or useful in adopting the rate schedul e.

(e) The departnment shall mail a copy of the adopted rate
schedul e to each burial association that holds a certificate of
authority to engage in the business of insurance in this state.
(V.T.1.C. Art. 14.44.)

Source Law

Art. 14.44. The State Board of
| nsurance shall adopt a schedul e of
reasonabl e and adequate rates, giving the
maxi mum and m ni numrates which may be
charged per week, per nonth, per quarter, per
six (6) nonths and per annum by buri al
associ ations for the definite benefits at the
definite ages, which ages will be in
conveni ent groups as designated by said
Board. Such schedule of rates shall be
adopted in conpliance with the Adm nistrative
Procedure and Texas Regi ster Act (Article
6252-13a, Vernon's Texas Cvil Statutes). To
i nsure the adequacy and reasonabl eness of
rates the Board may take into consideration
experience gathered froma territory within
this State sufficiently broad to include the
varying conditions of the risks involved and
over a period sufficiently long to insure
that the m ni num and nmaxi nrum rates determ ned
therefrom shall be just and reasonable as
they may apply to the insuring public, and
adequat e and non-confiscatory as they may
apply to the burial associations. The Board
i s hereby authorized and enpowered to require
sworn statenents fromany burial association
within this State showing its experience in
assessnents collected and cl ains paid over a
reasonabl e period of tine and such ot her
information as the Board shall find to be



necessary or hel pful in making the maxi mum
and mnimumrate schedules. After said rate
schedul es have been adopted, the Board shal
cause to be mailed a copy of such rate
schedul e to each burial association having a
permt to do business in Texas.

Revi sor's Note
(1) V.T.1.C Article 14.44 requires
that the schedul e of rates adopted under that
article be adopted in conpliance with the
Adm ni strative Procedure and Texas Regi ster
Act (Article 6252-13a, Vernon's Texas G vil
Statutes). The relevant part of that article
was codified in 1993 as Chapter 2001,
Government Code, and the revised law is
drafted accordingly.
(2) V.T.I.C Article 14.44 refers to
"assessments” collected. Throughout this
revision, the term"rates" is used instead of
"assessnments" or "prem uns" because, in the
context of this revision, "assessnents" and
"premuns" are included wthin the nmeaning of
"rates" and "rates" is nore conmonly used.
Revi sed Law
Sec. 888.153. NEW OR AMENDED RATE SCHEDULES. (a) At any
time the comm ssioner considers appropriate, the conm ssioner may
adopt :

(1) a newrate schedule for burial associations; or
(2) an anendnent to an existing rate schedul e.

(b) After the conmm ssioner adopts a new rate schedule or an
amendnent to an existing rate schedule and sends a copy to the
burial associations, each burial association shall use the new or
anmended rate schedul e for individuals who the association
subsequent|ly accepts as nenbers. (V.T.1.C Art. 14.48 (part).)

Source Law

Art. 14.48. . . . at any tine it deens
proper, it may adopt a new rate schedul e or
amendnent to a previous schedul e and when any
such anmendnent or new schedule is adopted, it
shal |l thereafter be considered the official
rate schedul e of burial associations. Wen a
new or anmended schedule is adopted and copies
forwarded to the burial associations by the
State Board of Insurance, the new or anended
rate schedul e shall be thereafter used by it
as to nenbers thereafter accepted and such



procedure shall be followed fromtinme to
time, when and as often as the Board shal
adopt an anended or new rate schedule for the
St at e.

Revi sed Law
Sec. 888.154. CONTRACTS W TH EXPERTS AND CONSULTANTS. The
departnment may contract with experts and consultants to assi st
the departnent in exercising the departnent's powers and
perform ng the departnent's duties under this subchapter
(V.T.1.C. Art. 14.43, Sec. (b) (part).)
Source Law

(b) The State Board of |nsurance may
contract with experts and consultants to
assist it in carrying out its powers, duties,
and functions under Articles 14.44, 14.45,
14. 47, and 14.48 of this code.

Revi sor's Note

(1) Section (b), V.T.1.C. Article
14. 43, refers to the "powers, duties, and
functions"” of the State Board of |nsurance.
The revised law omts "functions" as included
wi thin the neaning of "powers and duties.”

(2) Section (b), V.T.1.C. Article
14. 43, requires that a contract for a rate
expert or consultant be let by conpetitive
bi ds and awarded to the | owest and best
bi dder. That section also provides for the
State Board of Insurance to adopt rules
concerning procedures for soliciting bids and
awar di ng contracts. Section (b) was added to
Article 14.43 by Chapter 593, Acts of the
66t h Legi sl ature, Regul ar Session, 1979. The
revised law omts those provisions as
superceded by Section 2155.063, Governnent
Code, which requires the obtaining of a
service by a state agency to be acconpli shed
t hrough conpetitive bidding, and in Section
2254.003(a), Governnment Code, which requires
t he procurenent of professional services by a
governnmental entity, including a state
agency, to be acconplished by denonstrated
conpetence and qualifications rather than by
conpetitive bidding.

Section 2155. 063, Governnent Code, was
derived from Section 3.10(a), State




Pur chasi ng and General Services Act (Article
601b, Vernon's Texas Civil Statutes).

Section 3.10(a), Article 601b, was enacted by
Chapter 773, Acts of the 66th Legislature,
Regul ar Session, 1979, and subsequently
anmended by Section 5, Chapter 677, Acts of
the 72nd Legi sl ature, Regul ar Session, 1991.
Section 2254.003(a), Governnent Code, was
derived from Section 3, Professional Services
Procurenment Act (Article 664-4, Vernon's
Texas Civil Statutes). Section 3, Article
664- 4, was enacted by Chapter 38, Acts of the
62nd Legi sl ature, Regul ar Session, 1971, and
subsequent |y amended by Chapter 1036, Acts of
the 71st Legislature, Regular Session, 1989.
Those sections are applicable to the

conmi ssioner of insurance. The omtted | aw
reads as foll ows:

(b) . . . Before entering into a
contract, the Board shall solicit conpetitive
bi ds, and the contract shall be awarded to
t he | owest and best bidder. Procedures for
soliciting bids and awardi ng contracts shal
be provided in the rules of the Board.

Revi sed Law
Sec. 888.155. RETENTI ON OF BURI AL ASSOCI ATION S I NI TI AL
RATE SCHEDULE. Each burial association shall retain, as part of
its permanent records, the initial rate schedul e adopted by the
associ ation under former Article 14.45, |nsurance Code, follow ng
t he amendnent of that article by Chapter 593, Acts of the 66th
Legi sl ature, Regular Session, 1979. (V.T.1.C Art. 14.45

(part).)

Source Law

Art. 14.45. . . . [the other copy
returned to the association] to be kept as a
part of its permanent fil es.

Revi sed Law

Sec. 888.156. CHANGE OF RATES BY BURI AL ASSCCI ATI ON. (a)
Wth the departnent’'s consent, a burial association may change
its rates by adopting a new rate schedule and filing that
schedule with the departnent.

(b) The new rate schedule nust be simlar in all respects
to the initial schedule adopted by the burial association and
each new rate nust be not |less than the m nimumor nore than the
maxi mum r ate adopted by the comm ssioner. (V.T.1.C Art. 14.45




(part).)
Source Law

Art. 14.45. . . . Wth the consent of
the State Board of Insurance an associ ation
may change its rates by adopting and filing
with the Board, a new rate schedule in al
respects simlar to the first schedule but in
each instance each rate nust be within the
maxi mum and m ni num as adopted by the State
Board of Insurance.

Revi sed Law
Sec. 888.157. CONTI NUATI ON OF FORVER RATES. (a) A burial
associ ation that had rates adopted and in use before June 12,
1947, may continue to apply those rates to individuals who were
menbers of the burial association on that date.
(b) Wth the departnent’'s approval, the burial association
may:

(1) change the rates described by Subsection (a); and
(2) make the new rates correspond to the rate schedul e
nost recently filed by the burial association with the
departnment. (V.T.1.C. Art. 14.49.)
Source Law

Art. 14.49. Rates which were adopted and
in use by any association prior to June 12,
1947, may be continued to be used by such
burial association as to its then nenbers,
but with the consent and approval of the
Board of Insurance Conmi ssioners of Texas,
any associ ation may change such rates and
make the same conply and correspond with the
rate schedule last filed by such association
with the Board of |nsurance Conmm ssioners as
herei n desi gnat ed.

Revi sed Law
Sec. 888.158. FAILURE TO COWLY W TH COMM SSI ONER RATE
ORDERS. [f a burial association refuses to conply with an order
of the comm ssioner regarding rates under this subchapter, the
conmi ssi oner shall consider the association insolvent. (V.T.1.C
Art. 14.23, Sec. 3.)

Source Law

Sec. 3. When any conpany or associ ation
shall refuse to conply with the order of the
State Board of Insurance respecting rates or



assessnments as in this Chapter authorized, it
shall be treated as insolvent.

Revi sor's Note
(End of Subchapter)

(1) The revised law omts Section (a),
V.T.1.C. Article 14.43. Section (a),
V.T.1.C. Article 14.43, requires the State
Board of Insurance to assune and exercise the
powers, duties, and functions of the Buri al
Associ ation Rate Board under Articles
14. 44-14.52. The Burial Association Rate
Board was abol i shed by Chapter 593, Acts of
the 66th Legislature, Regular Session, 1979,
effective June 13, 1979, and the requirenent
in Section (a), Article 14.43, that the State
Board of Insurance assune the rate board's
powers, duties, and functions is omtted as
executed. The omtted | aw reads as foll ows:

Art. 14.43. (a) The State Board of
| nsurance shall assunme and exercise the
powers, duties, and functions provided by
Articles 14.44-14.52 of this code.

(2) The revised law omts the part of
V.T.1.C. Article 14.45 relating to the
adoption of the initial rate schedul e by
burial associations and the endorsenent of
t he associations' rates as executed. Article
14. 45 was enacted by Chapter 491, Acts of the
52nd Legi sl ature, Regul ar Session, 1951,
adopting the I nsurance Code. As anended by
Chapter 593, Acts of the 66th Legislature,
Regul ar Session, 1979, Article 14.45 required
burial associations to adopt a rate schedul e
conplying with the initial rate schedul e
adopted by the State Board of I|nsurance and
to file two copies of their rates with the
board. As anended, Article 14.45 al so
required the State Board of Insurance to keep
one copy of each burial association's filed
rates. The revised law omts that part of
V.T.1.C. Article 14.45 as superceded by the
subsequent enactnent of Subchapter L, Chapter
441, Governnment Code, relating to mai ntenance
of state records, by Chapter 873, Acts of the
75th Legislature, Regular Session, 1997. The



omtted | aw reads as foll ows:

Art. 14.45. After such rate schedul e has
been so mailed by the State Board of
| nsurance, it shall be the duty of the
officers and directors of each buri al
association to convene and to adopt a rate
schedul e to be thereafter used and charged by
such association for the different benefits
at the different ages and whi ch schedul e
shall use the same age groups and benefits as
is given in the rate schedule so mailed to it
by the State Board of Insurance and which
rates so adopted shall not be less than the
m ni mum nor nore than the maxi mumrates
adopted by the Board. Each buri al
association shall file with the State Board
of Insurance, duplicate copies of the rate
schedul e adopted by it and which rate
schedul e nust be so filed at least within
thirty (30) days fromthe date the rate
schedul e was so nailed by the State Board of
| nsurance. Such copy shall be endorsed by
the State Board of Insurance show ng the date
of its filing and one of such copies shall be
retai ned by the Board and the other copy
returned to the association

[ Sections 888. 159-888. 200 reserved for expansi on]
SUBCHAPTER E. PROHI BI TI ONS
Revi sed Law

Sec. 888.201. UNAUTHORI ZED PROVI DI NG OF BURI AL OR FUNERAL
BENEFI TS. An individual, firm partnership, corporation, or
associ ation may not engage in the business of providing burial or
funeral benefits payable partly or wholly in nmerchandise or
services unless the individual, firm partnership, corporation,
or association is authorized to engage in that business by this
chapter, Chapter 886, Chapter 887, or another law (V.T.1.C
Art. 14.37 (part).)

Source Law

Art. 14.37. [Any individuals, firns,
co- partnershi ps, corporations or associations
doi ng the business of providing burial or
funeral benefits . . . are hereby declared to
be burial . . . associations . . . and shal
operate under and be governed by Chapter 12
and this chapter.] It shall be unlawful for
any individual, individuals, firnms,



co- partnershi ps, corporations, or

associ ations, other than those defined above,
to engage in the business of providing burial
or funeral benefits, which under any
circunstances may be paid wholly or partly in
mer chandi se or services.

Revi sor's Note

V.T.1.C. Article 14.37 provides that
i ndividual s and certain entities defined as
burial associations are governed by "Chapter
12 and this chapter.” V.T.1.C. Chapters 12
and 14 are revised as this chapter, Chapter
886, and Chapter 887, and the revised law is
drafted accordingly. The revised | aw al so
adds a reference to "another |law' to alert
the reader to the fact that |aws other than
t he I nsurance Code and this revision govern
t he business of providing burial or funeral
benefits payable in nerchandi se or services.
For exanpl e, Chapter 154, Finance Code,
"Prepaid Funeral Services," is applicable to
and governs, anong others, persons selling,
accepting noney or premuns for, or
soliciting contracts for prepaid funeral
benefits or contracts or insurance policies
to fund prepaid funeral benefits in this
state.

Revi sed Law

Sec. 888.202. RATE VIOLATIONS. (a) A burial association or
an officer, agent, or enployee of a burial association may not
charge or collect any rate froma nenber of the association other
than the rate applicable for the age and benefit stated in the
association's rate schedule on file with the departnent and in
force at that tinme.

(b) An officer, agent, or enployee of a burial association
commts an offense if the officer, agent, or enployee violates
Subsection (a).

(c) An officer of a burial association commts an of fense
if the officer knowingly permts a violation of Subsection (a).

(d) An offense under this section is a m sdeneanor
puni shable by a fine of not |ess than $50 or nore than $200.

(e) The departnment may revoke the certificate of authority
of a burial association that violates this section. (V.T.1.C
Art. 14.46.)

Source Law

Art. 14.46. It shall be unlawful for any



burial association, its officers, agents, or
enpl oyees to charge, receive, or collect any
rate, premum or assessnment from any nenber
of said association other than the rate,

prem um or assessnent applicable for the age
and benefit as naned in said association's
rate schedule on file with the Board of

| nsurance Comm ssioners and in force at that
time. Any officer, agent, or enployee of any
buri al association who charges, receives, or
coll ects any prem um or assessnment in
violation of this article, or any officer, of
any burial association who knowingly permts
it to be done, shall be guilty of m sdeneanor
and upon conviction shall be fined not |ess
than Fifty ($50.00) Dollars nor nore than Two
Hundred ($200.00) Dollars. The Board of

| nsurance Comm ssioners may cancel the permt
of any burial association violating the
provisions of this article.

Revisor's Note

(1) V.T.1.C Article 14.46 provides
that a burial association or others may not
"charge, receive, or collect" an unauthorized
"rate, premum or assessnent."” The revised
law omts "receive" as included within the
meani ng of "charge or collect.”

(2) V.T.I.C Article 14.46 states that
the Board of |nsurance Conm ssioners "may
cancel " the permt of any burial association
in certain circunstances. The revised |aw
substitutes "revoke" for "cancel" because, in
context, the terns are synonynous and
"revoke" is nore frequently used.

Revi sed Law

Sec. 888.203. CONNECTI ON BETVWEEN BURI AL ASSOCI ATI ONS. (a)

A burial association may not be directly or indirectly connected
wi th anot her burial association.

(b) A nenber, director, or officer of a burial association
may not be a menber, director, or officer of another burial
associ ati on.

(c) A person whose spouse or enployee is an officer or
director of a burial association may not be an officer or
di rector of another burial association.

(d) A funeral director or funeral honme directly or
indirectly connected with a burial association or designated by a
burial association as its funeral director or funeral home may




not be:
(1) connected in any manner with another buri al
associ ation; or
(2) designated by another burial association as its
funeral director or funeral home to:
(A) provide its nmenbers with services or
mer chandi se; or
(B) service its policies. (V.T.1.C. Art. 14.50.)
Source Law

Art. 14.50. There shall be no connection
directly or indirectly between two (2) or
nore burial associations. No nenber,
director, or officer of one burial
associ ation shall be a nenber, director, or
of ficer of any other burial association. No
person whose husband, w fe, or enployee is an
officer or director of one burial association
shall be an officer or director of any other
burial association. No funeral director,
undertaker, or funeral hone directly or
indirectly connected with or designated by
one burial association as its funeral
di rector, undertaker, or funeral hone shal
be connected with or designated by any other
burial association as its funeral director,
undertaker, or funeral honme to furnish its
menbers with its services and/or merchandi se
or to service its policies or to be in any
manner connected with its affairs.

Revisor's Note
V.T.1.C. Article 14.50 refers to a
"funeral director, undertaker, or funeral
home."” The revised law omts the reference
to "undertaker" as included within the
meani ng of "funeral director."
Revi sed Law
Sec. 888.204. CERTAI N AFFI LI ATI ONS BETWEEN BURI AL
ASSCCl ATI ONS AND FUNERAL HOVES PROHI BI TED. (a) It is against
the public policy of this state for a funeral honme or an owner of
an interest in a funeral hone to be directly or indirectly
connected or affiliated with nore than one burial association.
(b) The comm ssioner shall adopt rules as necessary to
i npl ement this section. (V.T.1.C Art. 14.51 (part).)
Source Law

Art. 14.51. It is against the public



policy of this State for a funeral hone or
for those who own it in whole or in part to
be connected directly or indirectly or
affiliated with nore than one buri al
association and . . . the State Board of

| nsurance shall make such rul es and

regul ations as nmay be necessary to carry out
the spirit and purpose of this article.

Revi sed Law
Sec. 888.205. VICOLATION OF CHAPTER, CRI M NAL PENALTY. (a)
A director, officer, agent, enployee, attorney at |aw, or
attorney in fact of a burial association, or other person commts
an offense if the person violates a provision of this chapter
ot her than Section 888. 202.
(b) An offense under this section is a m sdeneanor
puni shabl e by:
(1) a fine not to exceed $500;
(2) confinenment in jail for a termnot to exceed six
nont hs; or
(3) both the fine and confinenent. (V.T.1.C
Art. 14.59 (part).)

Source Law

Art. 14.59. If any director, officer,
agent, enployee or attorney at |aw or
attorney in fact of any association under
this chapter, or any other person, shal
viol ate any of the provisions of this chapter
not specifically set out in Articles .

14.46 of this chapter, he shall be punished
by fine not to exceed Five Hundred ($500. 00)
Dol lars, or by inprisonnment in the county
jail not to exceed six (6) nmonths, or by both
such fine and inprisonnent.

Revi sor's Note
(End of Subchapter)

The revised law omts V.T.I.C. Article
14.37-1. Article 14.37-1 was transferred,
wi t hout change, from Article 580a, Vernon's
Texas Penal Code (1925), by authority of
Section 5, Chapter 399, Acts of the 63rd
Legi sl ature, Regul ar Session, 1973, which
enacted the current Penal Code. Article
14.37-1 has not been subsequently anended.
The revised law omts Article 14.37-1 because



Article 580a, V.T.P.C., was held
unconstitutional. Phillips v. State, 125
S.W2d 585 (Tex. Crim App. 1939). The
omtted | aw reads as foll ows:

Art. 14.37-1

Sec. 1. It shall hereafter be unl awf ul
for any person, corporation, insurance
conpany, fraternal organization, burial
associ ation or other association to wite,
sell or issue any certificate, policy,
contract or nenbership, maturing upon the
death of the person holding the sane or upon
t he death of sone nenber of the holder's
famly, if such certificate, policy, contract
or nmenbership provides that it is to be paid
or settled, or if the plan of such person,
corporation, organization or association
provides that its certificates, policies,
contracts or nenberships are to be paid or
settled, in nerchandi se or services rendered,
or agreed to be rendered, or by furnishing
burial materials or burial services, or in
di scounts on the regul ar prices of
mer chandi se, burial materials or funera
services or other services; or if such
certificate, policy, contract or nenbership
is to be paid at maturity in anything except
noney.

Sec. 2. Any person, corporation,
i nsurance conpany, fraternal organization
buri al association or other association which
shall hereafter wite, sell or issue any
certificate, policy, contract, or nenbership
prohi bited by the foregoing section of this
Act shall be guilty of a m sdemeanor and upon
conviction shall be subject to a fine of not
| ess than Ten Dol lars ($10.00) nor nore than
Two Hundred Fifty Dollars ($250.00), each
sal e of any such policy, contract or
menber ship shall constitute a separate
of f ense.

[ Chapters 889-910 reserved for expansion]



SUBTI TLE F. FARM AND COUNTY MJTUAL | NSURANCE COVPANI ES
CHAPTER 911. FARM MJTUAL | NSURANCE COVPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Sec. 911.001. LIM TED EXEMPTI ON FROM | NSURANCE LAWS;
APPLI CABI LI TY OF CERTAIN LAWS 1100
Sec. 911.002. CENERAL RULEMAKI NG AUTHORI TY; ENFORCEMENT 1104
Sec. 911.003. FEES 1105
[ Sections 911. 004-911. 050 reserved for expansion]
SUBCHAPTER B. ORGANI ZATI ON OF FARM MUTUAL
| NSURANCE COVPANY; DI RECTORS
Sec. 911.051. APPLI CABI LITY OF TEXAS NON- PROFI T CORPORATI ON
ACT 1107
Sec. 911.052. FORMATI ON OF COMPANY: | NCORPORATI ON
REQUI RED 1108
Sec. 911.053. | NCORPORATI ON REQUI REMENTS 1109
Sec. 911.054. CHARTER AND ARTI CLES OF | NCORPORATI ON 1111
Sec. 911.055. APPLICATION FOR PERM T TO SCLICI T
| NSURANCE 1112
Sec. 911.056. |SSUANCE OF PERM T TO SOLI CI' T | NSURANCE;
TERM 1114
Sec. 911.057. COLLECTI ON AND REFUND OF MONEY FROM CERTAI N
| NDI VI DUALS APPLYI NG FOR | NSURANCE 1115
Sec. 911.058. MEMBERSH P CONTROL OF COMPANY 1115
Sec. 911.059. ELIGBILITY OF BOARD OF DI RECTORS; TERM 1116
Sec. 911.060. CENERAL PONERS OF BOARD OF DI RECTORS 1117
Sec. 911.061. AUTHORI TY TO BORROW MONEY 1117
Sec. 911.062. REMOVAL OF OFFI CER OR DI RECTOR 1117
Sec. 911.063. CREATION OF LOCAL CHAPTERS AND DI STRICTS 1118
Sec. 911.064. POLI CYHOLDER MEETI NGS 1118
Sec. 911.065. VOII NG BY POLI CYHOLDER 1119
Sec. 911.066. AUTHORITY TO PRCH BI T WAI VER OF BYLAWS 1119
Sec. 911.067. APPLI CATI ON FOR EXTENSI ON OF CHARTER FOR
CERTAI N COVWPANI ES; TERM 1120
[ Sections 911. 068-911. 100 reserved for expansi on]
SUBCHAPTER C. AUTHORI TY TO ENGAGE I N BUSI NESS IN THI S STATE
Sec. 911.101. AUTHORITY TO ENGAGE | N BUSI NESS 1123
[ Sections 911.102-911. 150 reserved for expansi on]
SUBCHAPTER D. POLI CI ES AND COVERAGE
Sec. 911.151. KINDS OF | NSURANCE AUTHORI ZED 1124
Sec. 911.152. PROPERTY AND HAZARDS AGAI NST WH CH COVPANY MNAY
NOT | NSURE 1126
Sec. 911.153. CONTRACT TERMS: | NCORPORATI ON OF BYLAWS 1127
Sec. 911.154. CONTRACT TERMS: ADOPTI ON OF ADDI TI ONAL
PROVI SIONS 1127
Sec. 911.155. REPAIR OR REPLACEMENT OF | NSURED PROPERTY 1128
[ Sections 911. 156-911. 200 reserved for expansi on]



SUBCHAPTER E. CHARGES, PREM UMS, AND ASSESSMENTS
Sec. 911.201. PAYMENT OF PREM UM OR ASSESSMENT 1128
Sec. 911.202. NONPAYMENT OF PREM UMS OR ASSESSMENTS:  FI LI NG
OF ACTION 1130
Sec. 911.203. POLICYHOLDER LI ABILITY 1131
[ Sections 911.204-911. 250 reserved for expansi on]
SUBCHAPTER F. AGENTS
Sec. 911.251. LI CENSI NG AND APPO NTMENT OF CERTAIN
AGENTS 1131
[ Sections 911.252-911. 300 reserved for expansi on]
SUBCHAPTER G REGULATI ON OF FARM MUTUAL | NSURANCE COVPANY
FI NANCI AL REQUI REMENTS
Sec. 911.301. CENERAL OPERATI NG REQUI REMENTS 1132
Sec. 911.302. LOCATION OF BUSINESS 1133
Sec. 911.303. REINSURANCE 1134
Sec. 911.304. ANNUAL REPORTS REQUI RED 1136
Sec. 911.305. EXAM NATI ON OF COVPANY 1137
Sec. 911.306. SOLVENCY REQUI REMENTS 1137
Sec. 911.307. RESERVE REQUI REMENTS 1138
Sec. 911.308. SURPLUS REQUI REMENTS 1138
CHAPTER 911. FARM MJTUAL | NSURANCE COVPANI ES
SUBCHAPTER A. CGENERAL PROVI SI ONS
Revi sed Law
Sec. 911.001. LIM TED EXEMPTI ON FROM | NSURANCE LAWS
APPLI CABI LI TY OF CERTAIN LAWS. (a) A provision of this code,
other than this chapter, does not apply to a farm nutual
i nsurance conpany holding a certificate of authority under this
chapter unless farm nutual insurance conpani es are expressly
mentioned in the other |aw
(b) A law enacted after May 20, 1973, does not apply to a
farm mutual insurance conpany unless the |aw states that it
applies to a farm nutual insurance conpany.
(c) Except to the extent of any conflict with this chapter,
the follow ng provisions apply to a farm nutual insurance

conpany:

(1) Subchapter A, Chapter 32;

(2) Subchapter D, Chapter 36;

(3) Sections 31.002(2), 32.021(c), 32.023, 32.041,
33.002, 38.001, 81.001-81.004, 801.051-801.055, 801.057, 801.101,
801. 102, 822.204, 841.004, 841.251, 841.252, and 862.101;

(4) Chapter 802;

(5) Subchapter A, Chapter 805;

(6) Chapter 824; and

(7) Sections 2, 5, 6, and 17, Article 1.10, and
Articles 1.09-1, 1.11, 1.12, 1.13, 1.15, 1.15A 1.16, 1.17, 1.18,
1.19, 1.20, 1.21, 1.22, 2.10, 21.21, 21.28, 21.28-A 21.28-C,
21.39, and 21.39-A

(d) After hearing, the comm ssioner may adopt rul es



regarding the application of a lawreferred to in Subsection (c)
to farm nutual insurance conpani es. The departnment nmay enforce
rul es adopted under this subsection. (V.T.1.C Arts. 16. 24,
16. 27 (part).)

Source Law

Art. 16.24. (a) Unless farm nutual
i nsurance conpani es are expressly nentioned,
no provision of the Insurance Code, except as
contained in this chapter, shall be
applicable to insurers holding a certificate
of authority under this chapter and no | aw
herei nafter enacted shall apply to such
conpani es unl ess such subsequent enact nment
states that it shall apply.

(b) Regardless of the preceding portion
of this Article, Articles 1.01, 1.02, 1.04,
1.09, 1.09-1, 1.11, 1.12, 1.13, 1.14, 1.15,
1.15A, 1.16, 1.17, 1.18, 1.19, 1.20, 1.21,
1.22, 1.23, 1.24, 1.29, 2.08, 2.10, 3.12,
3.13, 6.16, 21.21, 21.25, 21.28, 21.28-A
21.28-C, 21.39, 21.39-A, and Sections 10(a),
(b) and (c) of Article 3.01 and Sections 1
2, 5, 6, 7, 8 9, 10, 11, 13, 14 and 17 of
Article 1.10 of this code shall apply to and
govern farm nutual insurance conpani es except
where such Articles or portions thereof are
inconflict wwth the provisions of Chapter 16
of the Insurance Code.

Art. 16.27. The State Board of Insurance
is hereby vested with power and authority
under this Act to pronulgate, after public
hearing, and enforce rules and regul ations
concerning the application to farm nutua
i nsurance conpanies of the Articles referred
toin Article 16.24 of the Insurance Code
and .

Revi sor's Note

(1) Subsection (a), V.T.I.C Article
16. 24, refers to "insurers"” holding a
certificate of authority under this chapter
The revised | aw substitutes "farm nutual
i nsurance conpany” for "insurers" because a

farm nutual insurance conpany is the only
type of insurer that holds a certificate of
authority under this chapter



(2) Subsection (a), V.T.I.C Article
16. 24, refers to a | aw "hereinafter enacted."
That provision was enacted by Chapter 139,
Acts of the 63rd Legislature, Regular
Session, 1973, which took effect May 21,
1973. The revised law is drafted
accordingly.

(3) Subsection (b), V.T.I.C Article
16. 24, provides that "Articles 1.01, 1.02,

[and] 1.09" of the Insurance Code apply
to a farmnutual insurance conpany. Articles
1.02 and 1.09 have been revised in Chapters
31 and 33 of this code. The revised |aw
omts the reference to Article 1.01 because
that article provides the short title for the
| nsurance Code and will apply to this revised
chapter by its own terns w thout the
necessity of a reference in this chapter.
The revised law omts the references to
Article 1.02 and to Article 1.09, except to
the extent that article is revised in Section
33.002 of this code, because the substance of
the omtted provisions relates only to the
internal operations of the conm ssioner of
i nsurance and the Texas Departnent of
| nsurance and has no application to farm
mut ual i nsurance conpani es.

(4) Subsection (b), V.T.I.C Article
16. 24, refers to V.T.1.C. Article 1.23. The
revised law omts the reference because
V.T.1.C. Article 1.23 was repeal ed by Chapter
101, Acts of the 76th Legislature, Regul ar
Session, 1999, as duplicative of Rules 902(1)
and (4), Texas Rules of G vil Evidence, and
Rul es 902(1) and (4), Texas Rules of Crim nal
Evi dence.

(5) Subsection (b), V.T.I.C Article
16. 24, provides that a farm nutual insurance
conpany is subject to "Section[s] . . . 7

of Article 1.10" of the Insurance Code,
whi ch was codified in 1999 in part as Section
82.002 of this code. The revised law omts
t hat provision as unnecessary because Section
82.002 applies by its own terns to a farm
mut ual i nsurance conpany.

(6) V.T.1.C. Article 16.24 states that
certain laws "apply to and govern"” farm
nmut ual insurance conpani es. Throughout this



chapter, the revised law omts references to
"govern" in this context because "govern" is
included within the nmeaning of "apply to."
(7) V.T.1.C Article 16.27 refers to
the State Board of Insurance. Chapter 685,
Acts of the 73rd Legislature, Regular
Session, 1993, abolished the State Board of
| nsurance and transferred its functions to
t he conm ssioner of insurance and the Texas
Departnment of Insurance. Chapter 31 of this
code defines "conm ssioner” and "departnent”
for purposes of this code and the ot her
insurance laws of this state to nean the
commi ssi oner of insurance and the Texas
Departnment of Insurance, respectively.
Thr oughout this chapter, references to the
board have been changed appropriately.
(8 WV.T.I.C Article 16.27 provides
that the State Board of Insurance (now the
Texas Departnent of |nsurance) may
"pronulgate . . . rules and regulations."
Thr oughout this chapter, the revised | aw
substitutes "adopt” for references to
"promnul gate" because the terns are synonynous
and the forner is nore commonly used. In
addition, the revised law omts references to
"regulations” in this section and in simlar
contexts throughout this chapter because
under Section 311.005(5), CGovernnment Code
(Code Construction Act), arule is defined to
include a regulation. That definition
applies to the revised | aw
Revi sed Law
Sec. 911.002. CENERAL RULEMAKI NG AUTHORI TY; ENFORCEMENT.
After hearing, the comm ssioner may adopt rules to clarify and
augnent this chapter as determ ned by the comm ssioner to be
necessary to acconplish the purposes of this chapter. The
departnment may enforce rul es adopted under this section
(V.T.1.C Art. 16.27 (part).)
Source Law

Art. 16.27. The State Board of Insurance
is hereby vested with power and authority
under this Act to pronulgate, after public
hearing, and enforce rules and regul ations

for the clarification, anplification
and augnmentation of the terns and provisions
of Chapter 16 of the Insurance Code (as it



now exi sts or as it nmay be anended in the
future) which in the discretion of said Board
are deened necessary to acconplish the

pur poses of this Act.

Revi sor's Note
(1) V.T.I1.C Article 16.27 refers to a
"public hearing” of the forner State Board of
| nsurance. Throughout this chapter, the
revised law omts "public" as unnecessary.
In context, "hearing" neans a hearing open to
t he public.
(2) V.T.1.C Article 16.27 authorizes
the State Board of I|nsurance (now the Texas
Department of Insurance) to adopt rules for
the "clarification, anplification and
augnentation” of V.T.I.C Chapter 16, revised
as this chapter. The revised law omts
"anplification" because "anplification" is
i ncluded within the neani ng of
"augnentation.”
Revi sed Law
Sec. 911.003. FEES. (a) The departnent shall charge and
collect the follow ng fees:
(1) $10 for an amendrment to a farm mutual insurance
conpany's charter; and
(2) %1 for the issuance of a conpany's certificate of
aut hority.
(b) The departnent shall charge and the conptroller shal
collect a fee of $20 for the filing of an annual statenent
required by the departnment. (V.T.1.C Art. 16.22, Subsecs. (a)

(part), (b).)

Source Law

Art. 16.22. (a) |[For the renewal and
extension of the granting of any charter, the
departnent shall charge and collect a filing
fee of Ten ($10.00) Dollars] and a like
anount for any anendment to the charter of
any such conpany.

(b) The departnent shall charge and
collect a fee of One ($1.00) Dollar for the
i ssuance of a certificate of authority or
renewal thereof to all conpanies operating
under this chapter. The departnent shal
charge a filing fee of Twenty ($20.00)

Dol lars for filing an annual statenent
required by the departnent. The conptroller



shall collect the annual statement filing
f ee.

Revi sor's Note

V.T.1.C. Article 16.22 provides that the
Texas Departnment of Insurance shall charge
and collect "a fee of One ($1.00) Dol lar for
t he i ssuance of a certificate of authority or
renewal thereof." The revised |law omts the
reference to the renewal of a certificate of
authority as repeal ed. Under Section 1,
V.T.1.C. Article 1.14, revised in pertinent
part as Section 801.053, a certificate of
authority is valid until it is revoked,
cancel ed, or suspended. Section 2, Chapter
194, Acts of the 56th Legislature, Regul ar
Session, 1959, anending Article 1.14,
repealed "[a]ll laws and parts of laws in
conflict herewith . . . to the extent that
they require periodic renewal of certificates
of authority.”

Revi sor's Note

(End of Subchapter)

(1) V.T.I.C Article 16.21, in part,
provides that certain fire and storm nutua
i nsurance conpani es "shall becone subject to

this chapter” on May 21, 1973, and that
t hose conpanies may take certain actions
required to conply with this chapter. The
revised law omts that part of Article 16.21
as executed. The omtted | aw reads:

Art. 16.21.

Such fire or storm nutual insurance
conpanies as included in this article,
her et of ore operati ng under the now repeal ed
provi si ons of 4860a-20, Revised G vil
Statutes of Texas, shall beconme subject to
t he provisions and requirenents of this
chapter in lieu of any act heretofore
governi ng such conpani es. Any such conpany
shal |l have the right to change its name so as
to include the words "Farm Mutual " or
"Farmers Mutual ," and may amend its
constitution and by-laws and/or charter for
t he purpose of adopting any provision or
nmeeting any requirenent of this chapter. The
Board shall charge and collect a filing fee



of Ten ($10.00) Dollars for each anendnment to
the charter of any such conpany.

(2) V.T.I.C Article 16.26 provides
that V.T.1.C. Chapter 16, revised as this
chapter, does not apply to the extent it
cannot under the United States Constitution
or the Texas Constitution. The revised |aw
omts the reference to the federal
constitution as unnecessary because under the
Supremacy C ause of the United States
Constitution (Clause 2, Article VI), federal
| aw al ways takes precedence over a state
statute. The revised law also omts the
reference to the Texas Constitution as
unnecessary because the state cannot nodify
constitutional requirenments by statute. The
omtted | aw reads:

Art. 16.26. This chapter and | aw do not
apply to any insurer or other person to any
extent that it cannot validly apply under the
Constitution of the United States or the
Constitution of the State of Texas.

[ Sections 911. 004-911. 050 reserved for expansion]

SUBCHAPTER B. ORGANI ZATI ON OF FARM MUTUAL
| NSURANCE COMPANY; DI RECTORS
Revi sed Law

Sec. 911.051. APPLICABILITY OF TEXAS NON- PROFI T CORPORATI ON
ACT. Except to the extent of any conflict with this chapter, the
Texas Non-Profit Corporation Act (Article 1396-1.01 et seq.,
Vernon's Texas Civil Statutes) applies to a farm nutual insurance
conpany. The comm ssioner has each power and duty of, and shal
perform each act to be perforned by, the secretary of state under
that Act with respect to farm nutual insurance conpanies.
(V.T.1.C. Art. 16.23.)

Source Law

Art. 16.23. Insofar as the sane are not
inconsistent with or contrary to any
applicabl e provision of this chapter as it
now exi sts or may be anmended in the future,

t he provisions of the Texas Non-Profit

Cor poration Act shall apply to and govern
farm mutual insurance conpanies, provided,
however, that wherever said Texas Non-Profit
Cor poration Act inposes sonme duty, authority,



responsi bility, power; or sonme act is vested
in, required of, or is to be perfornmed by the
Secretary of State, such is hereby vested in,
required of, or shall be perfornmed by the
State Board of |nsurance.

Revi sor's Note

(1) V.T.I.C Article 16.23 refers to
V.T.1.C. Chapter 16, revised as this chapter,
"as it now exists or may be anended in the
future." The revised law onmts the quoted
| anguage in this section and omts simlar
| anguage t hroughout this chapter as
unnecessary because under Section 311.027,
Gover nment Code (Code Construction Act),
applicable to the revised | aw, unless
expressly provided otherwi se, a reference to
a statute applies to all reenactnents,
revisions, or anmendnments of the statute.

(2) V.T.I.C Article 16.23 states that
t he Texas Non-Profit Corporation Act (Article
1396-1.01 et seq., Vernon's Texas G vil
Statutes) shall "apply to and govern" farm
mut ual insurance conpani es. The revised | aw
omts the reference to "govern" because, in
context, "govern" is included within the
nmeani ng of "apply to."

(3) V.T.I.C Article 16.23 refers to a
"duty, authority, responsibility, [or] power"
of the secretary of state and State Board of
| nsurance. The revised | aw substitutes
"power and duty" for the quoted phrase
because "responsibility" is included within
the nmeaning of "duty"” and "authority" is
i ncluded wi thin the nmeaning of "power."

(4 V.T.I.C Article 16.23 refers to an
act that is "vested in, required of, or is to
be perforned by" the secretary of state and
State Board of Insurance. The revised | aw
omts the references to "vested in" and
"required of" because, in context, these
phrases are included within the neaning of
the phrase "to be perfornmed by."

Revi sed Law
Sec. 911.052. FORVATI ON OF COMPANY: | NCORPORATI ON
REQUI RED. To forma farm nutual insurance conpany, an association
of individuals that does not hold a certificate of authority
i ssued by the departnent nust obtain a charter as required by




this subchapter. (V.T.1.C. Art. 16.03, Subsec. (b) (part);
Art. 16.06 (part).)
Source Law

[Art. 16.03]

(b) Any association of individuals
whi ch has not prior to the effective date of
this Act been issued a certificate of
authority by the State Board of I|nsurance
will be required to secure a charter in
conpliance with Articles 16.04, 16.05 and
16. 06 of the Insurance Code dealing with
i ncorporation of conpanies not heretofore
i ssued such a certificate of authority,
and .

Art. 16.06.

(b) . . . Al conpanies organized
after the effective date of this Act under
this Chapter nust have received a charter to
operate and .

Revi sor's Note
Subsection (b), V.T.1.C Article 16.03,
requires an association of individuals that
has not been issued a certificate of
authority "prior to the effective date of
this Act" to incorporate as a condition to
formng a farm nutual insurance conpany.
Thr oughout this chapter, the revised | aw
omts | anguage referring to the issuance of a
certificate of authority before the effective
date of the act as unnecessary because the
i ncorporation requirenent applies to al
newly forned farm nutual insurance conpanies,
and a newy fornmed conpany will not have a
certificate of authority issued before the
speci fied date.
Revi sed Law
Sec. 911.053. | NCORPORATI ON REQUI REMENTS. (a) In this
section, "separate risk" means one or nore itens of real property
and the property's contents, if any, that is not exposed to any
ot her property on which insurance is applied for in the
associ ati on seeking the charter.
(b) To be granted a charter as a farm nutual insurance
conpany, an associ ation nust:
(1) denonstrate that the association:
(A) has existed as an association of individuals




for at |east three years;

(B) has at least 100 individual nenbers;

(C operates for the purpose of nmenbership
recreation or welfare under a system of subordinate | odges,
| ocal s, or districts;

(D) does not have capital stock

(E) is organized and operates solely for the
nmut ual benefit of its menbers and not for profit;

(F) has a representative formof government; and

(G has decided by a nmagjority vote of the
association's nenbers to apply for a charter as a farm nutua
i nsurance conpany under this chapter; and

(2) have:

(A) at least 100 witten applications for
i nsurance on at | east 400 separate risks; and

(B) an unencunbered surplus as required by
Section 911. 308(Db).

(c) Coverage for a risk described by Subsection (b)(2)(A
may not be in an anount that exceeds one percent of the total
anount of insurance coverage to be issued by the association as
stated in its application for a charter. (V.T.1.C Art. 16.03,
Subsec. (b) (part); Art. 16.06 (part).)

Source Law

[Art. 16.03]

(b) [Any association of individuals
whi ch has not prior to the effective date of
this Act been issued a certificate of
authority] . . . nmust showthat it has
t heretof ore been in existence as a bona fide
associ ation of individuals for a period of
not |ess than three years, containing a
menbership of not |ess than 100 persons,
operating under a system of subordinate
| odges, or locals, or districts, wthout
capital stock, organized and carried on
solely for the nutual benefit of its menbers,
and not for profit, having a representative
form of government, operating for the purpose
of menbership recreation or menbership
wel fare, and who now have by a majority vote
of said association decided to apply for a
charter as a farm nutual insurance conpany
under the provisions of this Chapter 16.

Art. 16.06. Before a charter shall be
granted a farm nutual insurance conpany not
heretofore holding a certificate of authority



fromthe State Board of Insurance, the
i ncorporators nust have on hand:

(a) Not |ess than one hundred (100)
applications in witing for insurance on not
| ess than four hundred (400) separate risks;
provi ded that no one (1) risk shall be for
nore than one (1% per cent of the total
amount of insurance applied for in the new
conpany, and that a separate risk shall be
one (1) or nore itens of real estate and its
contents, if any, which is not exposed to any
ot her property on which insurance is applied
for in the new conpany;

(b) The free surplus required herein

[All conpanies organi zed after the
effective date of this Act under this Chapter
must have received a charter to operate and]
shall at tinme of incorporation and [at al
times thereafter have free surplus equal to
$2.00 for each $100.00 of insurance in force,
or $200, 000. 00 whi chever anount is greater
invested as provided in Article 2.08 of this
Code as now provided or as anended in the
future. . . .]

Revi sor's Note

(1) Subsection (b), V.T.I.C Article
16.03, refers to a "bona fide" association.
Thr oughout this chapter the revised |aw omts
references to "bona fide" as unnecessary in
this context because it does not add to the
cl ear nmeani ng of the | aw

(2) Subsection (b), V.T.I.C. Article
16.06, requires that a farm nutual insurance
conpany maintain "free surplus.”™ Throughout
this chapter, the revised | aw substitutes
"unencunbered surplus" for "free surplus”
because, in context, the phrases are
synonynous and the phrase "unencunbered
surplus” is nore consistent with nodern
usage.

Revi sed Law
Sec. 911.054. CHARTER AND ARTI CLES OF | NCORPORATI ON. (a)
The charter and articles of incorporation of an association that
wants to forma farm mutual insurance conpany nust state the
names and post office addresses of at |east 25 charter nenbers of
t he conpany, all of whom are residents of one or nore adjoining
counties in this state and each of whom nust:




(1) be a nenber of the association;

(2) own at |east $5,000 of insurable property for
whi ch the nenber has applied in witing for insurance coverage
fromthe conpany to be forned; and

(3) sign the charter and articles of incorporation.

(b) In addition to the requirenents of Subsection (a), the

charter nust:

(1) be acknow edged before a notary public by at |east
five of the charter nenbers descri bed by Subsection (a);

(2) state:

(A) the nane of the conpany, which nust include
the words "Farm Mutual " or "Farnmers Mutual ";

(B) the location of the conpany's principal
of fice;

(© the nunber, names, and post office addresses
of each of the conpany's first directors, of which there nust be
at least five; and

(D) the type of property the conpany will insure
and the risk to be insured against; and

(3) include any other provision the incorporators want
consistent wwth this chapter. (V.T.1.C. Art. 16.01, Subsec. (c)
(part); Art. 16.04.)

Source Law

[Art. 16.01]

(c) Each farm nutual insurance conpany
shall include the words "Farm Mutual " or
"Farmers Mutual” in its nanme, and .

Art. 16.04. The charter and articles of
incorporation of a farmmnutual or farners
nmut ual insurance conmpany not holding a
certificate of authority on the effective
date of this Act shall state the nanmes and
post office addresses and be signed by not
| ess than twenty-five (25) of its charter
menbers, all of whom nust be bona fide
i nhabi tants in any one or nore adjoining
counties in this state, owning each not |ess
t han $5, 000. 00 of insurable property, and
have applied in witing for insurance thereon
in the conpany to be formed, and which
charter is to be acknow edged before a notary
public by not less than five (5) of them and
all charter nmenbers are nenbers of an
associ ation as described in Article 16.03(b).
It shall state the name of the conpany
whi ch shall include the words "Farm Mutual "



or "Farmers Mutual ," the place of its
principal office, the nunber, nanes and post
of fice addresses of its first directors, who
shall not be less than five (5), the kind of
property it will insure, and the risk to be

i nsured agai nst; and such other provisions as
the incorporators nmay desire to set out
therein in keeping with this chapter.

Revi sed Law
Sec. 911.055. APPLICATION FOR PERM T TO SCLI CI' T | NSURANCE.
(a) At least 10 residents described by Section 911.054(a) that
want to forma farm nutual insurance conpany may apply to the
departnment for a permt to solicit insurance on the nutual or
cooperative plan.
(b) The application for a permt to solicit insurance nust:
(1) state:
(A) that at |least 100 individuals are nenbers of
an associ ation described by Section 911.053(b)(1);
(B) that the association has indicated, by
majority vote, that the association wants to:
(i) insure property of the association's
menbers under this chapter; and
(1i) be chartered as a farm nutual insurance

conpany;
(© the nane of the conpany, which nust include
the words "Farm Mutual " or "Farnmers Mutual ";
(D) the location of the conpany's principal
of fice;
(E) the risks the conpany proposes to insure; and
(F) the nanes and pl aces of residence of at |east
10 of the applicants; and
(2) be acconpani ed by:
(A) affidavits of at least two of the applicants,
each of whom nust:
(i) state the applicant's nane and
resi dence; and
(ii) wverify the facts stated in the
application; and
(B) afiling fee in the ampunt of $25. (V.T.1.C
Art. 16.05 (part).)
Source Law

Art. 16.05. Any ten (10) or nore of such
i nhabi tants, desiring to forma farm nutua
i nsurance conpany, may apply to the State
Board of Insurance for permssion to solicit
i nsurance on the nutual or cooperative plan,



whi ch application shall state:

(a) That not |ess than one hundred
(100) individuals have heretofore been
menbers of an association as described in
Article 16.03(b) and said associati on has by
majority vote indicated its desire to insure
property of its nenbers under Chapter 16 of
the I nsurance Code and for said association
to be chartered as a farm nutual insurance
conpany;

(b) The name of the conpany shal
i nclude the words "Farm Mutual " or "Farmers
Mut ual ;"

(c) The locality of the principal
busi ness office of such conpany;

(d) The risks the conpany proposes to
i nsur e;

(e) The names and pl aces of residence
of not less than ten (10) persons naki ng such
application;

(f) An affidavit of at least two (2) of
such applicants correctly stating the names
and residences of such applicants and
verifying the facts stated in the
application.

[ Upon recei pt of such application,]
together with a Twenty-five ($25.00) Doll ar
fee for filing sane, [the State Board of
| nsurance . . . .]

Revi sor's Note
(1) V.T.1.C Article 16.05 refers to an
affidavit that "correctly" states certain
information. The revised law omts
"correctly" as unnecessary because a person
who executes an affidavit under oath is
required to state the information correctly.
(2) V.T.I.C Article 16.05 states that
certain persons may apply to the departnent
of insurance for "perm ssion” to solicit
i nsurance. Throughout this chapter, the
revised | aw substitutes "permt" for
"perm ssion” in this context to provide for
consi stent use of termnology in this code.
Revi sed Law
Sec. 911.056. |ISSUANCE OF PERM T TO SOLI C T | NSURANCE
TERM (a) On receipt of an application for a permt to solicit
i nsurance under Section 911.055, the departnent shall exam ne the




application. |If the departnment finds that the application
conplies with this chapter, the departnent shall issue to the
applicants a permt to solicit insurance.

(b) A permt issued under this section authorizes the
permt holders to solicit insurance on the nutual or cooperative
plan in accordance with the terns of the application. The permt
does not authorize the permt holders to:

(1) issue insurance policies; or
(2) pay |osses.

(c) A permt issued under this section is valid for six
nmont hs. On recei pt of an application for renewal and a fee in the
amount of $10, the departnent nmay renew a permt issued under
Section 911.055 as frequently and for the period as the
departnment determ nes necessary. (V.T.1.C. Art. 16.05 (part).)

Source Law

Art. 16.05.

Upon recei pt of such application,
the State Board of Insurance shall exam ne it
and upon finding that it conplies with this
chapter shall issue a permt for a period of
six (6) nonths, authorizing said applicants
to solicit insurance on the nutual or
cooperative plan in accordance with the terns
of the application, but not to issue policies
of insurance or pay |osses. Such permt may
be renewed as often and as long as the State
Board of Insurance finds it necessary upon
application therefor and upon the paynent of
Ten ($10.00) Dollars for each renewal .

Revi sor's Note
V.T.1.C. Article 16.05 refers to the
i ssuance of a permt "authorizing .
applicants to solicit [certain] insurance
: " The revised |law substitutes "permt
hol ders" for "applicants"” because an
applicant to whomthe Texas Departnent of
| nsurance has issued a permt is no |onger an
applicant, but is a permt hol der.
Revi sed Law
Sec. 911.057. COLLECTI ON AND REFUND OF MONEY FROM CERTAI N
| NDI VI DUALS APPLYI NG FOR | NSURANCE. An associ ati on descri bed by
Section 911.053(b) (1) of which the applicants for a permt to
solicit insurance are nenbers shall hold in trust noney collected
from an individual applying for insurance in the association
until the association is incorporated. |If the association's
incorporation is not perfected, the association shall refund the




noney to the individual applying for the insurance. (V.T.I1.C
Art. 16.05 (part).)
Source Law

Art. 16. 05.

Moneys col |l ected from applicants
for insurance shall be held in trust for them
until i1ncorporation and returned in the event
t he organi zation is not perfected.

Revi sed Law

Sec. 911.058. MEMBERSH P CONTROL OF COWPANY. (a) The
control of a farm nutual insurance conpany nust be ultimately
vested as provided by this chapter in the conpany's nenbers
t hrough a suprene | egislative or governing body, the nenbers of
whi ch nust be elected directly by the conpany's nenbers or by
del egates el ected by the conpany's nenbers.

(b) Through the conpany's governing body, the conpany's
menbers may establish | ocal chapters, branches, |odges, or
sim | ar organizations.

(c) The nethods provided by this section for the control of
a farm mutual insurance conpany are exclusive. (V.T.I1.C
Art. 16.01, Subsec. (d).)

Source Law

(d) A characteristic of a farm nutua
i nsurance conpany as defined by Section (a)
of this article is that control nust be
ultimately vested in the nenbership as
provided by this article, and that control by
its menbers through a suprene |egislative or
governi ng body whose nmenbers are el ected
directly by the nenbers or by del egates
el ected by the nenbers. Through this
governi ng body the nmenbers nmay al so establish
| ocal chapters, branches, |odges, or simlar
organi zations. The methods provided by this
section for exercising control over a farm
mut ual insurance conpany are excl usive.

Revi sed Law

Sec. 911.059. ELIGBILITY OF BOARD OF DI RECTORS; TERM (a)
An individual is eligible to serve as a director of a farm nutua
i nsurance conpany if the individual is a policyholder who
mai ntai ns i nsurance coverage in the anount of at |east $3, 000
witten by the conpany on the individual's property.

(b) Except as otherw se provided by the conpany's byl aws or
constitution, a director serves for a termof one year or until




the director's successor qualifies for office. (V.T.I.C.
Art. 16.12.)
Source Law

Art. 16.12. Directors of farm nutual
i nsurance conpani es shall hold their office
for one (1) year after their election, and
until their successors qualify, unless
ot herwi se provided in their constitution and
by- | aws.

Only bona fide policyhol ders who carry
i nsurance on their property in an anmount not
| ess than Three Thousand ($3,000.00) Dollars
each in a conpany, shall be eligible to
beconme or remain directors of the sane. When
a director reduces his said insurance bel ow
such anmount, he shall no | onger be qualified
to act as such director.

Revi sed Law
Sec. 911.060. CENERAL POWNERS OF BOARD OF DI RECTORS. The

board of directors of a farmnutual insurance conpany has the
powers provided by:

(1) this chapter; and

(2) the conpany's charter, constitution, and bylaws to
t he extent those powers do not conflict with this chapter.
(V.T.1.C. Art. 16.14.)

Source Law

Art. 16.14. The Board of Directors of
farm mutual insurance conpani es shall have
all powers granted by Chapter 16, and those
granted by the charter, constitution and
by-laws if not in conflict with the
provi sions of this Chapter 16.

Revi sed Law
Sec. 911.061. AUTHORITY TO BORROW MONEY. (a) The board of
directors of a farmmutual insurance conpany, acting through its
aut hori zed officers, may borrow noney in an anount determ ned to
be necessary to pay the conmpany's accrued or unaccrued | osses.
(b) The board may pl edge as security for a | oan the assets
of the conpany, including the contingent liability of its
policyholders. (V.T.1.C. Art. 16.13.)
Source Law

Art. 16.13. The Board of Directors of
farm nutual insurance conpani es may, acting



by and through its duly authorized officers,
at any tinme, borrow such sumor suns of noney
as they shall deem necessary to pay its

| osses, accrued or unaccrued, and may pl edge
the assets of the conpany including the
contingent liability of the policyhol ders for
such | osses as security for such | oans.

Revi sed Law

Sec. 911.062. REMOVAL OF OFFI CER OR DI RECTOR. (a) The
board of directors of a farmnutual insurance conpany, at a
nmeeting, may renove an officer or director of the company if, by
a two-thirds majority vote of all the conpany's directors, the
board determ nes that the renoval of the individual is in the
best interest of the conpany. The board may renove an officer or
director under this subsection wthout stating a reason for the
renoval .

(b) The board may appoint one or nore individuals to assune
the duties and serve the unexpired termof an officer or director
renoved under this section. (V.T.1.C. Art. 16.16.)

Source Law

Art. 16.16. The Board of Directors of a
conpany may at any tine, in any neeting by a
two-thirds (2/3) majority vote of all the
directors, renove any officer or director of
t he conpany fromhis office w thout assigning
any reason therefor, and nane another person
or persons to assune the duties of the one or
ones renoved, and to fill any unexpired term
when, in their judgnent, it shall be deened
to the best interest of the conpany.

Revi sed Law
Sec. 911.063. CREATION OF LOCAL CHAPTERS AND DI STRI CTS. (a)
A farm nmutual insurance conpany's bylaws may provide for:
(1) the organization of |ocal chapters to transact the
conpany's busi ness; and
(2) the creation of districts in and for which
directors may be el ected.
(b) The bylaws may al so provide that del egates fromthe
conpany's | ocal chapters are the conpany's supreme governi ng
body.

(c) The conpany may consi der the hazards agai nst which the
conpany insures and the conpany's classes of risks and territory
of operation in organizing the |ocal chapters and creating the
districts. (V.T.1.C. Art. 16.08, Subsec. (f).)



Source Law

(f) The by-laws of farm nutual
i nsurance conpani es nmay provide for the
organi zation of |ocal chapters for the
transaction of their business and for the
creation of districts in and for which their
directors may be elected. The by-laws may
al so provide that del egates froml oca
chapters constitute the suprenme governing
body of the conpany. In the organization of
| ocal chapters, and the creation of the
districts, the hazards insured against, and
the classes of risks, as well as the
territory of operation, may be taken into
consi derati on.

Revi sed Law
Sec. 911.064. POLI CYHOLDER MEETINGS. (a) A farm nutual
i nsurance conpany shall hold a policyhol der neeting to el ect
directors and transact business at the tine and place and in the
manner prescribed by the conpany's byl aws.
(b) A special neeting of a conpany's policyhol ders may be
cal |l ed by:
(1) the president, the general manager, or one-third
of the company's directors; or
(2) the conmmssioner. (V.T.1.C. Art. 16.08, Subsec.

(9) (part).)

Source Law

(g) The neetings of the policyhol ders
of farm nmutual insurance conpani es shall be
hel d at such tinme or tines, in such place or
pl aces, and in such manner for the purpose of
el ecting directors and transacting any
busi ness com ng before them as prescribed in
their by-1aws.

Speci al neetings may be held upon the
call of the President, the General Manager,
one-third (1/3) of the Directors of the
Conmpany, or the State Board of Insurance.

Revi sed Law
Sec. 911.065. VOTING BY POLI CYHOLDER. (a) Each
pol i cyhol der of a farm nutual insurance conpany is entitled to
only one vote at a policyhol ders' neeting.
(b) A policyhol der may not vote by proxy. (V.T.1.C




Art. 16.08, Subsec. (g) (part).)
Source Law

(9)

Each policyholder in a farm nutua
i nsurance conpany shall be entitled to only
one vote in all policyholders' neetings.

No voting by proxy shall be permtted.

Revi sed Law
Sec. 911.066. AUTHORITY TO PRCH BI T WAI VER OF BYLAWS. A
farm mutual insurance conpany nmay provide in its bylaws that a
conpany adj uster, representative appointed by the conpany, or
| ocal chapter or officer or agent elected by the |ocal chapter
may not waive a provision in the conmpany's constitution or byl aws
or in a policy issued by the conmpany. (V.T.1.C. Art. 16.09.)
Source Law

Art. 16.09. Such conpani es may provide
in their by-laws that |ocal chapters, and the
of ficers and agents el ected by such | ocal
chapters, conpany adjusters or appointed
representatives, do not have the power to
wai ve any provision of the constitution,
by-1aws or policy.

Revi sed Law

Sec. 911.067. APPLI CATI ON FOR EXTENSI ON OF CHARTER FOR
CERTAIN COMPANI ES; TERM (a) Before a farm nutual insurance
conpany's charter expires, the conpany may apply to the
departnent for an extension of the conpany's charter if:

(1) the conpany was chartered, holding a certificate
of authority, and operating before May 21, 1973, under Chapter
16, Insurance Code, as it existed on that date; or

(2) the conpany was organi zed and engagi ng i n business
before April 6, 1937, and the conpany continues to engage in
busi ness.

(b) A farmnmutual insurance conpany described by Subsection
(a) and whose charter has expired may apply to the departnent to
have the charter extended perpetually if the conpany is engaged
in business in this state.

(c) The termof the charter begins on the date that the
charter is extended or, if the original charter expired before
the charter is extended, the date the original charter expired.

(d) An application for an extension nmust be authorized by
either a two-thirds majority vote of the conpany's directors or
by a sinple magjority vote of those voting at a policyhol ders
nmeeti ng and nust:




(1) state in full the charter to be extended,

(2) state the period for which the charter is to be
ext ended; and

(3) be signed and acknow edged by the president and
secretary of the conpany.

(e) A conpany whose charter is extended retains the rights,
privileges, and imunities granted the conpany under the
conpany's original charter.

(f) The departnent shall charge and collect a fee of $10
for the extension of a farm nutual insurance conpany's charter.
(V.T.I1.C. Art. 16.03, Subsec. (a) (part); Art. 16.21 (part);
Art. 16.22, Subsec. (a) (part).)

Source Law

Art. 16.03. (a) Farm nutual conpanies
now chartered and duly operating under
Chapter 16, Insurance Code, and having
heretofore issued to thema certificate of
authority by the State Board of |nsurance may
renew their charters as provided in Article
16. 21 of this chapter

Art. 16.21. Any farm nutual insurance
conpany, organized and in business prior to
April 6, 1937, and still in business, may at
any tinme before its charter expires by |apse
of time, have its charter extended
perpetual |y, and shall, under the extended
charter, continue to have and enjoy all the
rights, privileges and imunities that it had
under the original charter; provided,
however, that it is first authorized to
extend its said charter either by a
two-thirds majority vote of all of its
directors, or by a sinple majority vote of
those voting at a neeting of its
pol i cyhol ders. The application for such
extensions shall set out in haec verbae the
charter to be extended and it shall state the
time to which it is to be extended and be
signed and acknow edged by the president and
secretary of the conpany.

Any such conpany whose charter has
expired or may hereafter expire by |apse of
time, but is or shall be still doing business
inthis State, may have its charter renewed
for a perpetual termfromthe time of the



expiration of the former existing charter in
i ke manner as charters may be extended as
provided in the paragraph preceding, and from
the tinme of such renewal it shall be entitled
to all the rights, privileges and immunities
it had and enjoyed under the prior existing
charter.

Art. 16.22. (a) For the renewal and
extension of the granting of any charter, the
departnent shall charge and collect a filing
fee of Ten ($10.00) Dollars .

Revi sor's Note

(1) Subsection (a), V.T.I.C Article
16.03, refers to farm nutual insurance
conpani es "now chartered."” That provision was
enacted by Chapter 139, Acts of the 63rd
Legi sl ature, Regul ar Session, 1973, which
took effect May 21, 1973. The revised | aw
substitutes that date for the quoted
| anguage.

(2) Subsection (a), V.T.I.C. Article
16. 03, provides that a farm nutual insurance
conpany may "renew' the conpany's charter
The revised | aw substitutes "extend" for
"renew' because, according to the Texas
Department of |nsurance, "extension" and
"renewal " of a farm nmutual insurance
conpany's charter are synonynous. Throughout
this chapter, conparabl e changes have been
made to ensure consistent use of term nol ogy.

(3) V.T.1.C. Article 16.21 requires
that an application for an extension of a
farm mutual insurance conpany's charter "set
out in haec verbae the charter to be

extended." The revised |aw substitutes "in
full™ for "in haec verbae" because it is
clear fromthe context that the charter nust
be set out "in full” and that termis nore

commonl y used.
Revisor's Note
(End of Subchapter)

V.T.1.C. Article 16.03, in part, and
Article 16.21, in part, provide procedures by
whi ch certain unincorporated farm nutua
i nsurance conpani es may apply for a charter



not later than May 21, 1976. The revised | aw
omts those provisions as executed. The
omtted | aw reads:

Art. 16.03. (a)

Those farm nutual conpani es or
associ ati ons now operating under a
certificate of authority issued by the State
Board of Insurance which were organized and
operating prior to April 6, 1937, but not yet
i ncorporated, shall be granted a charter as
provided in Article 16.21 of the Insurance
Code if application therefor is made prior to
the expiration of three (3) years fromthe
effective date of this Act.

Art. 16.21.

Any such uni ncor porated farm nutua
i nsurance conpany whi ch has heretofore been
in business prior to April 6, 1937, and is
still in business, and permtted currently to
operate under a certificate of authority
i ssued by the State Board of Insurance and
has paid all its |osses pronptly according to
contract, shall at any tine prior to the
expiration of three (3) years fromthe
effective date of this Act, when authorized
to do so by two-thirds of its directors, or
by a majority vote of its policyhol ders
voting at any annual neeting or special
nmeeting called for that purpose, apply for a
charter and be incorporated for a perpetual
termas a farm nutual insurance conpany under
this chapter wi thout conpliance with the
preceding Articles 16.03, 16.04, 16.05 and
16.06. The application for such charter
shall state its name, its purpose, the
| ocation of its principal office, the nunber
and nanes of its directors, and the nature
and value of its assets, and it shall be
signed and acknow edged by its president and
secretary. It shall thereupon be entitled to
a charter and to function and do busi ness as
a farm nutual insurance conpany, and to enjoy
the sane rights, privileges and i munities
that it had and enjoyed as an uni ncor porat ed
conpany, except as otherw se herein provided.

Any such uni ncor porated farm nutua
i nsurance conpany until receiving its charter



shall neverthel ess be subject to the
provi sions and requirenments of this chapter
to the extent pertinent.

[ Sections 911. 068-911. 100 reserved for expansi on]

SUBCHAPTER C. AUTHORI TY TO ENGAGE I N BUSI NESS IN THI S STATE
Revi sed Law
Sec. 911.101. AUTHORITY TO ENGAGE | N BUSI NESS. Except to
the extent of any conflict with this chapter, a farm nutual
i nsurance conpany nust hold a certificate of authority under
Section 801.051 to engage in the business of insurance in this
state under this chapter. (V.T.1.C. Art. 16.24, Subsec. (b)

(part).)

Source Law

(b) Regardless of the preceding portion
of this Article,
Articles . . . 1.14, . . . of this code shal
apply to and govern farm nutual insurance
conpani es except where such Articles or
portions thereof are in conflict with the
provi sions of Chapter 16 of the Insurance
Code.

Revisor's Note
Subsection (b), V.T.1.C. Article 16. 24,
provi des that a farm nutual insurance conpany
is subject to V.T.I1.C. Article 1.14. That
article, revised as part of Chapter 801 of
this code, relates to the issuance of a
certificate of authority to engage in
business in this state. For clarity and
consistency within this code, the revised | aw
substitutes for the reference to the cited
article an explicit statenent that a farm
mut ual insurance conpany nust obtain a
certificate of authority to engage in the
busi ness of insurance in this state.
[ Sections 911.102-911. 150 reserved for expansi on]
SUBCHAPTER D. POLI CI ES AND COVERAGE
Revi sed Law
Sec. 911.151. KINDS OF | NSURANCE AUTHORI ZED. (a) A farm
mut ual insurance conpany may insure property against |oss or
damage by:
(1) fire, lightning, explosion, theft, w ndstorm
hurricane, hail, riot, civil comotion, snoke, aircraft, or |and




vehicl es; or

(2) any other hazard agai nst which any other fire or
W ndst orm i nsurance conpany operating in this state under Chapter
862 may write insurance on property described by Subsection (b).

(b) The conpany may wite insurance agai nst the hazards
descri bed by Subsection (a) on:

(1) a rural or urban dwelling and attendant outhouses
and yard buildings and all their contents for honme and personal
use, musical instruments and libraries, barns and ranch buil dings
of any description and vehicles and inplenents used on or about
barns or ranch buil di ngs;

(2) agricultural products that are produced or kept on
farns or ranches;

(3) a church building, fraternal |odge hall, private
or church school, or nonindustrial use building owmed by a
nonprofit organi zation, regardless of the |ocation;

(4) atrailer or nobile hone; and

(5) growing crops if the insurance is reinsured by:

(A) the Federal Crop Insurance Corporation under
Section 508, Federal Crop Insurance Act (7 U S.C Section 1508);
or
(B) a property and casualty insurance conpany
t hat :
(i) 1is authorized to wite insurance in this
state; and
(i) has a rating by the AM Best Conpany
of A- or better. (V.T.I.C Art. 16.01, Subsecs. (a) (part), (b)
(part).)
Source Law

Art. 16.01. (a) [Farmnutual insurance
conpani es are conpani es organi zed on the
mut ual or cooperative plan] against |oss or
damage to property bel ow specified by fire,
i ghtning, explosion, theft, w ndstorm
hurricane, hail, riot, civil comotion,
snoke, aircraft and | and vehicles, [and
heretofore issued a certificate of authority
by the State Board of I|Insurance to operate
under the provisions of Chapter 16 of the
| nsurance Code;] such farmnutuals are
aut horized to wite insurance against |oss or
damage from any hazard specified herein or
that any other fire or w ndstorminsurance
conpany operating in Texas under the
provi sions of Chapter 6 of the Insurance Code
may wite on property bel ow specified.

(b) Farm nutual insurance conpani es may



insure rural and urban dwellings and
attendant out houses and yard buil di ngs, and
all their contents for hone and personal use,
nmusi cal instruments and |libraries, barns and
ranch buil di ngs of every description together
wi th vehicles and inplenments used thereon,
and agricul tural products produced or kept on
farms and ranches. . . . except church
bui |l di ngs, fraternal |odge halls, private and
church school s, and non-industrial use
bui | di ngs owned by non-profit organizations
may be insured, wherever situated. [Farm
mut ual insurance conpani es shall not insure
any type of commercial or private passenger
notor vehicle] except trailers and nobile
homes. A farm mutual insurance conpany may
not insure growi ng crops unless that
i nsurance i s reinsured by:

(1) the Federal Crop Insurance
Cor porati on under Section 508, Federal Crop
| nsurance Act (7 U S.C. Section 1508); or

(2) a property and casualty
i nsurance conpany |icensed to wite insurance
inthis state that has a rating by the A M
Best Conpany of A- or better.

Revisor's Note

(1) Subsection (a), V.T.I.C Article
16. 01, defines "farm nutual insurance
conpany.” The revised |law omts the
definition as unnecessary because it is

duplicative of the substantive provisions of
this chapter. The omtted | aw reads:

(a) Farm nutual insurance conpanies are
conpani es organi zed on the nutual or
cooperative plan [against |oss or danage to
property bel ow specified by fire, |ightning,
expl osion, theft, windstorm hurricane, hail,
riot, civil commotion, snoke, aircraft and
| and vehicles,] and heretofore issued a
certificate of authority by the State Board
of Insurance to operate under the provisions
of Chapter 16 of the Insurance Code;

(2) Subsection (b), V.T.1.C. Article
16.01, refers to a property and casualty
i nsurance conpany "licensed" to wite
insurance in this state. The revised | aw



substitutes "authorized" for "licensed"
because "certificate of authority" is the
termused throughout this code in relation to
an entity's authority to engage in business.
Revi sed Law
Sec. 911.152. PROPERTY AND HAZARDS AGAI NST VWH CH COVPANY
MAY NOT INSURE. (a) A farm nutual insurance conpany may not
i nsure:

(1) a building, or the building's contents, with nore
than 40 percent of the building's floor space or nore than 500
square feet of floor space, whichever is |ess, used for business
pur poses, except as provided by Section 911.151(b)(3); or

(2) any type of commercial or private passenger notor
vehi cl e, except as provided by Section 911.151(b)(4).

(b) A farmnutual insurance conpany nmay not assune or issue

an insurance policy that:

(1) indemifies an insured for liability to a third
party the insured incurs in conmtting a tortious act; or

(2) covers an insured for liability the insured incurs
under a contract to maintain, hold, or store property bel ongi ng
to another. (V.T.1.C. Art. 16.01, Subsec. (b) (part);
Art. 16.02.)

Source Law

[Art. 16.01]

(b) . . . No building, or its
contents, with nore than 40 per cent of its
fl oor space or nore than 500 square feet of
fl oor space, whichever is the |esser anount,
used for business purposes may be insured by
a farm nmutual insurance conpany [except
church buildings, fraternal |odge halls,
private and church schools, and
non-i ndustrial use buildings owned by
non-profit organizations may be insured,
wherever situated.] Farm nutual insurance
conpani es shall not insure any type of
commercial or private passenger notor vehicle
[ except trailers and nobil e hones. ]

Art. 16.02. No farm nutual insurance
conpany shall assume or issue any contract of
i nsurance that seeks to indemify an insured
for liability incurred by the insured to
third parties for the comm ssion of any
tortious act by the insured. No farm nutual
i nsurance conpany shall assume or issue any
contracts of insurance covering the liability



of any insured under a contract to maintain,
hol d or store property belonging to others.

Revi sor's Note
V.T.1.C. Article 16.02 prohibits a farm
nmut ual insurance conmpany fromissuing a
"contract of insurance" against certain
ri sks. For consistency of term nology in
this chapter, the revised | aw substitutes
"policy" for "contract” in this section and
t hr oughout this chapter.
Revi sed Law
Sec. 911.153. CONTRACT TERMS: | NCORPORATI ON OF BYLAWS. (a)
A farm nmutual insurance conpany's bylaws are part of each
contract between the conpany and an insured.
(b) Each policy issued by the conmpany nust state that the
conpany's bylaws are part of the contract. (V.T.1.C Art. 16.08,
Subsec. (e).)

Source Law

(e) By-laws of the conpany shall always
constitute a part of the contract with the
insured and the policy shall so state.

Revi sed Law

Sec. 911.154. CONTRACT TERMS: ADOPTI ON OF ADDI Tl ONAL
PROVI SIONS. (a) A farmnutual insurance conpany may adopt as
part of the conpany's bylaws and insurance policies any provision
contained in the standard policies of conpanies witing fire or
W ndstorm i nsurance as adopted by the conmm ssioner to the extent
the provision applies to a farm nutual insurance conpany.

(b) A conpany that adopts a provision as provided by
Subsection (a) shall state in the conpany's bylaws or in each
policy issued by the conpany that the provision has been adopted
as provided by Subsection (a). (V.T.1.C Art. 16.08, Subsec.

(c).)

Source Law

(c) Farm nutual conpani es nmay adopt al
rul es, regul ations, provisions and
requi renents contained in the standard
policies of conpanies witing fire or
W ndstorm i nsurance as pronul gated fromtine
to time by the State Board of Insurance,
insofar as they are applicable to farm nutual
i nsurance conpanies, as a part of their
by-l1aws and contracts of insurance, which
adoption shall be evidenced either by



statenment to that effect in the by-laws or in
t he policies.

Revi sor's Note
Subsection (c), V.T.1.C Article 16.08,
refers to "rules, regulations, provisions and
requirenents.”" The revised |law omts the
references to "rules,” "regulations," and
"requi rements” because, in context, those
terns are included within the nmeaning of
"provisions."
Revi sed Law
Sec. 911.155. REPAIR OR REPLACEMENT OF | NSURED PROPERTY.
The conpany's byl aws nay authorize the conpany to require, at its
option, that all or a percentage of the noney paid for a | oss be
used to replace or repair the damaged or destroyed property. The
requi renent may apply equally to personal and real property,
i ncludi ng personal and real property exenpt from execution, such
as a homestead or a building on the honestead. The conpany nmay
provide in its bylaws that the requirements of Section 862.053 do
not apply to its insurance policies. (V.T.1.C. Art. 16.08,
Subsec. (d).)

Source Law

(d) The by-laws may al so provide that
when a | oss occurs, the conpanies may, at
their option, provide and require that all or
a certain per cent of the noney to be paid
for the |l oss be put back into a replacenent
or repair of the property damaged or
destroyed, provided such provision may be
made equal |y applicable to real and personal
property and property exenpt from execution
such as honesteads or buildings on the
honest eads and exenpt personal property.

Provi ded al so, that farm nutual conpani es may
in their by-laws provide that the
requirenments of Article 6.13 of this Code
shall not be applicable to their contracts of
i nsur ance.

[ Sections 911.156-911. 200 reserved for expansi on]

SUBCHAPTER E. CHARGES, PREM UMS, AND ASSESSMENTS
Revi sed Law
Sec. 911.201. PAYMENT OF PREM UM OR ASSESSMENT. (a) A farm
mut ual insurance conpany's byl aws nust:
(1) state the tinme and manner of the |evy and paynent




of a prem umor assessnent for policies witten by the conpany;

(2) in addition to the regular prem um or assessnent
under Subdivision (1), establish the contingent liability of a
pol i cyhol der for all |osses accrued while a policy is in force in
t he amount of at |east $1 for each $100 of insurance coverage,
except as provided by Subsection (b); and

(3) state the tinme and manner of paynent of a
policyholder's contingent liability established under Subdivision
(2).

(b) A conpany's bylaws may provide for the issuance of
policies without contingent liability as required by Subsection
(a)(2) if the conpany has policyholder surplus in the amobunt of
at |east $1, 000, 000.

(c) As required by its bylaws, a farm nutual insurance
conpany shall establish and | evy prem unms and assessnents,

i ncluding the contingent liability of a policyhol der, for al
i nsurance witten by the conpany.

(d) A policyhol der shall pay prem uns and assessnents as
requi red by the conpany's byl aws.

(e) The prem umor assessnment for a policy shall be secured
by a Iien on each itemof real or personal property, other than a
homest ead, covered by the policy, including the |Iand on which an
insured building is located. The lien remains on the property
while the insured owns the property.

(f) A conservator, receiver, or liquidator of a farm nutual
i nsurance conpany may not meke an assessnent against a
pol i cyhol der for the contingent liability established under
Subsection (a)(2). (V.T.1.C. Art. 16.08, Subsecs. (a), (b);

Art. 16.10 (part); Art. 16.11 (part).)
Source Law

Art. 16.08. (a) The by-laws will state
the tinme and manner of the | evy and paynent
of all prem uns or assessnents for all
i nsurance witten by the conpany.

(b) They shall also fix the liability
of the policyholders for all |osses accrued
while the policies are in force in addition
to the regular prem umor assessnments for the
same and the tinme and manner of the paynent
of such liability; provided that the anount
of such contingent liability shall not be
| ess than One ($1.00) Dollar for each One
Hundred ($100.00) Dollars of insurance in
such policy. However, the by-laws may
provide for the issuance of policies wthout
such contingent liability if the conpany has
pol i cyhol der surplus of at |least One MIIlion



($1, 000, 000. 00) Dol | ars.

Art. 16.10. Al premuns and
assessnents, including the contingent
liability of policyholders for all insurance
witten by farm nutual insurance conpanies
shall be fixed, levied and paid as and when
required by the by-laws of the conpanies and
t he whol e premiumor assessnment for a policy
shall be secured by a lien on each item of
real or personal property other than
honmest eads covered by such policy including
the Iand on which the insured buildings are
situated, as long as the same remain the
property of the insured.

Art. 16.11.

No assessnent may be nmade agai nst a
pol i cyhol der for the contingent liability
est abl i shed under Article 16.08(b) of this
code by the conservator, receiver, or
i quidator of a farm nutual insurance

conpany.

Revi sed Law
Sec. 911.202. NONPAYMENT OF PREM UMS OR ASSESSMENTS: FI LI NG
OF ACTION. (a) A farm nutual insurance conmpany may bring an
action in the county in which the conpany's hone office is
| ocat ed agai nst a policyhol der who defaults on the paynent of a
prem um or an assessment.
(b) The conpany is entitled to judgnent against the
pol i cyhol der for:
(1) delinquent prem uns or assessnents;
(2) foreclosure of the lien described by Section
911. 201; and
(3) the costs of an action, including a reasonable
attorney's fee. (V.T.I.C Art. 16.10 (part).)
Source Law

Art. 16.10.

| f default is made by a policyholder in
t he paynent of an assessnent or prem um suit
may be brought against himfor the sanme in
any court of conpetent jurisdiction in the
home county of the conpany and the conpany
shall be entitled to have judgnent agai nst
him for such delinquent prem uns or
assessnments, and for a foreclosure of said



lien, together with all costs of suit
including a reasonable attorney's fee.

Revi sor's Note
V.T.1.C. Article 16.10 provides that a
farm mutual insurance conpany may file suit
"in any court of conpetent jurisdiction.”
The revised law omts the quoted | anguage as
unnecessary because a suit may only be
brought in a court, and the general |aws of
civil jurisdiction determ ne which courts
have jurisdiction over the matter. For
exanpl e, see Sections 24.007-24.0011
Government Code, for the general jurisdiction
of district courts.
Revi sed Law
Sec. 911.203. POLI CYHOLDER LI ABILITY. A policyholder is
liable for the | osses of a farm nutual insurance conpany only as
provi ded by the conpany's constitution and bylaws, and only in
proportion to the amount that the prem um or assessnent for the
policyholder's policy bears to the total anmount of prem uns or
assessnments for all policies witten by the conpany in the class
to which the policyholder's policy belongs. (V.T.1.C. Art. 16.11

(part).)

Source Law

Art. 16.11. Policyhol ders shall be
liable for | osses of the conpany only as
prescribed in the constitution and by-1aws of
t he conpany, and that only in proportion that
the prem uns or assessnents for the insurance
of any policy bear to the total anmount of the
prem uns or assessnents for all the insurance
in the class to which the policy bel ongs.

[ Sections 911.204-911. 250 reserved for expansi on]

SUBCHAPTER F. AGENTS
Revi sed Law

Sec. 911.251. LI CENSI NG AND APPO NTMENT OF CERTAI N AGENTS.
(a) An individual or firmmy not solicit, wite, sign, execute,
or deliver insurance policies, bind insurance risks, collect
prem unms, or otherw se act on behalf of a farm nutual insurance
conpany in the capacity of a local recording agent in the
solicitation or sale of crop insurance unless the individual or
firmis |licensed under Article 21.14.

(b) A farmnutual insurance conpany nmay not appoint and act




t hrough an agent who qualifies for a license as an agricul tural
i nsurance agent under Article 21.14-2. (V.T.1.C Art. 16.24A))
Source Law

Art. 16.24A. (a) No person or firm
shall solicit, wite, sign, execute or
deliver insurance policies, bind insurance
ri sks, collect prem unms, or otherwi se act in
t he capacity of a local recording agent in
the solicitation or sale of crop insurance
for a farm nutual insurance conpany unl ess
the person or firmis licensed under Article
21.14 of this code.

(b) A farmnutual insurance conpany may
not appoint and act through an agent who
qualifies for a license as an agricul tural
i nsurance agent under Article 21.14-2 of this
code.

[ Sections 911.252-911. 300 reserved for expansi on]

SUBCHAPTER G REGULATI ON OF FARM MUTUAL | NSURANCE COVPANY
FI NANCI AL REQUI REMENTS
Revi sed Law

Sec. 911.301. CENERAL OPERATI NG REQUI REMENTS. (a) In this
section, "rural property" neans property |ocated outside an area
of land subject to the taxing authority of a nunicipality with a
popul ati on of nore than 2, 500.

(b) A farm nmutual insurance conpany shall

(1) maintain a majority of the conpany's total
insurance in force on rural property at all times the insurance
is witten; and

(2) operate on a regular and speci al assessnment basis.

(c) Except as otherw se approved by the comm ssioner, a
farm mutual insurance conpany may not use nore than 33 percent of
t he conpany's gross inconme for expenses.

(d) Property that is rural property at the time the
property is originally insured continues to be classified as
rural property if:

(1) the policy or policies that insure the property
are witten by the same farm nutual insurance conpany; and

(2) the coverage continues in effect w thout |apse of
coverage for nore than 60 days. (V.T.1.C Art. 16.01, Subsec. (c)

(part).)

Source Law

(c) Each farm nutual insurance conpany
must maintain a majority of its total



insurance in force on rural property at al
times at the tine of witing thereof, and
operate on a regular and special assessnent
basi s and use not nore than 33 per cent (33%
of their gross inconme for expenses unless

ot herwi se approved by the Comm ssioner of

| nsurance. "Rural property" shall nmean any
property | ocated outside an urban area.
"Urban area" as used herein shall nean that
| and area subject to the taxing authority of
any incorporated city or town having a
popul ati on by the | ast published federal
census figures of nore than 2,500

i nhabitants. Property located in what is
defined as rural property by the preceding
sentence at the time it is first insured
shal |l thereafter continue to be classified as
rural property so |long as insurance thereon
continues by policy or policies witten by

t he sane farm nutual insurance conpany

wi t hout | apse in effective coverage for

| onger than sixty (60) days.

Revi sor's Note
(1) Subsection (c), V.T.I.C Article
16.01, refers to an "incorporated city or
town." The revised law omts "incorporated"
and substitutes "nunicipality" for "city or
t own" because under the Local Governnent Code
all municipalities nust be incorporated and
"municipality”" is the termused in that code.
(2) Subsection (c), V.T.1.C. Article
16. 01, describes a population of nore than
2,500 inhabitants to be determ ned according
to the "l ast published federal census
figures.” The revised law omts the
reference to the federal census as
unnecessary. Section 311.005(3), Government
Code (Code Construction Act), and Section
312.011(20), Governnent Code, define
"popul ati on" as popul ation according to the
nost recent federal decennial census. That
definition applies to the revised | aw
Revi sed Law
Sec. 911.302. LOCATION OF BUSI NESS. (a) Except as provided
by Subsection (b), a farm mutual insurance conpany nay wite
i nsurance in:
(1) the county in which the conpany's hone office is




| ocated at the time of incorporation and in any county adj oi ni ng
the county in and for which the conpany is organi zed;

(2) any county in which another farm nutual insurance
conpany i s not organi zed; and

(3) any county in this state if the conpany's reserve
fund exceeds $200,000 in cash or securities in which the reserve
fund of a stock fire insurance conpany may be invested.

(b) This section does not apply to a farm nutual insurance
conpany organi zed and operating in this state under a certificate
of authority issued before May 21, 1973, under fornmer Chapter 16
of this code. (V.T.1.C. Art. 16.07.)

Source Law

Art. 16.07. A farm nutual insurance
conpany may wite insurance (a) in the county
where its hone office is located at the tine
of incorporation and in any county adjoi ning
the county in and for which it is organized;
or (b) in any county in which no farm nutua
i nsurance conpany has been organi zed; or (c)
anywhere in Texas if its reserve fund exceeds
t he sum of Two Hundred Thousand ($200, 000. 00)
Dol lars in cash or securities in which the
reserve fund of stock fire insurance
conpani es may be invested; provided, however,
that the provisions of this entire article
shall not apply to any farm nutual insurance
conpany now organi zed and operating in Texas
and havi ng heretofore been issued a
certificate of authority under Chapter 16
prior to the effective date of this Act.

Revi sor's Note
V.T.1.C. Article 16.07 provides an
exenption fromthe application of the article
for a farm nutual insurance conpany organi zed
and operating under a certificate of
authority issued before "the effective date
of this Act." The quoted |anguage was
enacted by Chapter 139, Acts of the 63rd
Legi sl ature, Regul ar Session, 1973, which
took effect May 21, 1973. The revised | aw
substitutes that date for the quoted
| anguage.
Revi sed Law
Sec. 911.303. REINSURANCE. (a) A farm nutual insurance
conpany may reinsure the conpany's risks with another conpany
agai nst any hazard agai nst which the farm nutual insurance




conpany is permtted to insure.

(b) The farm nutual insurance conpany may contract for
nmutual or reciprocal reinsurance with another conpany on the
mut ual or cooperative plan subject to the follow ng conditions:

(1) the farm nutual conpany nay assune the reinsurance
on the risks of the other conpany only if the other conpany
reinsures the risks of the farm nutual insurance conpany; and

(2) the farm nutual conpany nmay wite or assune the
rei nsurance only on property that the conpany is authorized to
insure and that is located in this state.

(c) A farmnutual insurance conpany that reinsures another
conpany's property is liable for the | osses of the other conpany
only as specified in the reinsurance contract. The farm nutual
i nsurance conpany does not becone a nenber or partner of the
ot her conpany as a result of the reinsurance.

(d) A farmnutual insurance conpany may pay or coll ect
addi ti onal assessnments or prem uns for the purpose of a contract
descri bed by Subsection (b). (V.T.1.C Art. 16.17.)

Source Law

Art. 16.17. Farm nutual insurance
conpanies may reinsure any or all of their
ri sks against any or all hazards which they
are permtted to insure against with any
ot her conpany or conpani es.

They shall have power and authority to
make and enter into nutual or reciprocal
rei nsurance contracts with other conpani es on
a nmutual or cooperative plan; provided that
no farmnutual shall wite or assune the
rei nsurance on any other property than the
property it is permtted to insure, or on
property situated outside of the State of
Texas; and when such a farm nutual reinsures
the property of another conpany, it shall not
by reason of such fact be, or becone a nenber
or partner, of such conmpany, but shall only
beconme |iable for the | osses of such other
conpany as specified in the contract of
i nterinsurance and not otherw se; and
provi ded further, that a farm nutual shal
only have authority to reinsure the risks of
anot her conpany in consideration of the fact
that such other conpany reinsures its risks;
and for that purpose it may pay or coll ect
addi ti onal assessnents and/or prem uns as the
case may be.



Revisor's Note

V.T.1.C. Article 16.17 refers to nutua
or reciprocal "reinsurance" and to a contract
of "interinsurance."” The revised |aw
substitutes "reinsurance" for

"interinsurance" because, in this context,
the terns are synonynous and "reinsurance" is
the term nore commonly used.

Revi sed Law

Sec. 911.304. ANNUAL REPORTS REQUIRED. (a) A farm nutual
i nsurance conpany shall annually prepare a witten report as
required by this section and submt the report to the conpany's
pol i cyhol ders.

(b) The annual report nust show

(1) the rate and total anount of prem uns or
assessnments paid during the year for the policyhol ders’
i nsur ance;

(2) the conpany's operating expenses; and

(3) the nanme of each claimant and the anount paid for
each | oss suffered, except as provided by Subsection (c).

(c) The conpany is not required to report the nanes of
claimants and the anmobunts paid to clainmants in one cl ass of
i nsurance to the policyholders in another class of insurance,
unl ess the policyholders in the other class are liable for the
| osses of the class in which the clainmnts are nenbers.

(d) The conpany shall make avail able to each policyhol der a
copy of the annual report at the tinme and in the manner
prescri bed by the conpany's byl aws.

(e) A farmnutual insurance conpany shall make annua
reports to the departnent as required by the comm ssioner or by
law. (V.T.1.C Art. 16.18.)

Source Law

Art. 16.18. Farm nutual insurance
conpani es shall annually make and submt
witten reports to their policyhol ders
showing (a) the rate and total amount of
prem uns or assessnents paid during the year
for their insurance, (b) the operating
expenses, (c) the nanes of the claimnts and
the amounts paid each for the | osses
suffered; and nake avail able to each
pol i cyhol der a copy of such report as and
when prescribed in the by-laws of the
conpany; provided, however, that it shall not
be necessary to report the nanes and anounts
of clainms of policyholders of one class of
i nsurance to the policyhol ders in another



cl ass, unless the policyholders in such other
class are liable for the | osses of the forner
cl ass.

They shall al so make such reports
annually to the State Board of I|nsurance as
the Board may require of them or as shall be
required by | aw

Revi sed Law
Sec. 911.305. EXAM NATI ON OF COVWPANY. The departnment shal
exam ne each farm nutual insurance conpany as often as the
departnment determ nes necessary. (V.T.1.C Art. 16.19.)
Source Law

Art. 16.19. The State Board of Insurance
shall as often as it deens necessary, exan ne
farm mutual insurance conpani es.

Revi sed Law
Sec. 911.306. SOLVENCY REQUI REMENTS. (a) A farm nutual
i nsurance conpany is solvent if:

(1) the conpany's assets, including the policyhol ders
contingent liability for the conpany's |osses, are reasonably
sufficient to pay the conpany's | osses according to the terns of
t he policies; and

(2) the conpany's required unencunbered surplus, if
any, has not been inpaired in excess of 16-2/3 percent of the
requi red unencunbered surpl us.

(b) A conpany that is solvent as provided by this section
may continue to engage in the business of insurance. (V.T.1.C
Art. 16.20.)

Source Law

Art. 16.20. A farm nutual insurance
conpany or association shall be considered
solvent and entitled to continue business if
its assets, including the contingent
l[iability of its policyholders for its
| osses, are reasonably sufficient to pay its
| osses, according to the terns of the
policies and it has not inpaired its required
free surplus, if any, to any extent in excess
of 16 2/3 per cent of such surplus.

Revisor's Note

V.T.1.C. Article 16.20 provides that a
farm mutual insurance conpany "or
association” is solvent if, in addition to




ot her requirenents, the conpany or
associ ation has sufficient assets to pay
| osses. The revised law omts the reference
to "associ ation" because under the |aw all
farm mutual insurance conpani es nust be
incorporated. V.T.I.C. Article 16.05, revised
in relevant part as Section 911.056(b),
prohi bits an association fromissuing
i nsurance policies and payi ng | osses under a
permt to solicit insurance. Thus, an
association wll not have sufficient assets
to pay | osses because the association is
prohi bited fromissuing policies or paying
| osses. An association wll have assets and
the authority to pay |osses only after it
fornms a farm nutual insurance conpany.
Revi sed Law
Sec. 911.307. RESERVE REQUI REMENTS. (a) A farm nutual
i nsurance conpany's board of directors may provide for the
accunul ati on of reserve funds.
(b) The conpany shall invest the reserve funds in the sane

type of securities in which the reserve funds of other fire

i nsurance conpanies are required to be invested by law. (V.T.1.C

Art. 16.15.)

Source Law

Art. 16.15. The Board of Directors of
farm mutual insurance conpani es may provide
for the accunul ation of reserve funds, to be
invested in such securities as the reserve
funds of other fire insurance conpanies are
by law required to be invested.

Revi sed Law

Sec. 911.308. SURPLUS REQUI REMENTS. (a) A farm nutual
i nsurance conpany organi zed between January 1, 1955, and May 21,
1973, shall maintain an unencunbered surplus of $2 for each $100
of insurance in force or an unencunbered surplus of $200, 000,
whi chever anmount is |ess.

(b) A farm nmutual insurance conpany organi zed under this
chapter on or after May 21, 1973, shall nmintain an unencunbered
surplus in cash of $2 for each $100 of insurance in force or an
unencunbered surplus of $200, 000, whichever ampbunt is greater.

(c) A conpany described by Subsection (b) shall invest the
m ni mum unencunbered surplus as provided by Section 822.204. The
conpany may invest funds in excess of the mninmum unencunbered
surplus as provided by Article 2.10.

(d) A conpany described by Subsection (b) shall, wthout




del ay, restore the m ni num unencunbered surplus if the surplus is
i npai red. The departnment shall proceed as provided by Section 5,
Article 1.10. (V.T.1.C. Art. 16.06 (part); Art. 16.25.)

Source Law

Art. 16.06.

(b) [The free surplus required herein]
in cash. Al conpanies organized after the
effective date of this Act under this Chapter

[shall at tinme of incorporation and] at
all tinmes thereafter have free surplus equa
to $2.00 for each $100.00 of insurance in
force, or $200, 000. 00 whi chever anmount is
greater invested as provided in Article 2.08
of this Code as now provided or as anended in
the future. Funds in excess of such m ni mum
surplus may be invested as now provided in
Article 2.10 of this Code or as anended in
the future. |If such free surplus is at any
time inpaired, it nmust be restored w thout
del ay under the provisions of this Chapter;
the State Board of Insurance shall proceed as
is provided in Section 5 of Article 1.10 of
this Code as it now exists or as anmended in
the future.

Art. 16.25. Al farm nmutual insurance
conpani es organi zed between January 1, 1955,
and the effective date of this Act shal
al ways have a free surplus of $2.00 for each
$100. 00 of insurance in force; or a free
surplus of $200, 000. 00 whi chever anount is
| ess.

Revisor's Note
V.T.1.C. Articles 16.06 and 16.25 refer
to the "effective date of this Act." That
provi sion was enacted by Chapter 139, Acts of
the 63rd Legislature, Regular Session, 1973,
whi ch took effect May 21, 1973. The revised
| aw substitutes that date for the quoted
| anguage.
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